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'z at BEA strive to provide best in class financial services, always
demanding the highest standard of professionalism and integrity of
ourselves. With a commitment to quality of service, we focus on satisfying
customer needs. We aim to grow, together with our customers, our

shareholders and our colleagues.
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Since its incorporation in 1918, The Bank of East Asia (“BEA") has dedicated
itself to serving the people of Hong Kong, as well as its expanding customer base
in China and overseas. As Hong Kong’s largest independent local bank, BEA has
total consolidated assets of HK$238.80 billion (US$30.79 billion) as of 31st
December, 2005. BEA is listed on the Stock Exchange of Hong Kong and is one of
the constituent stocks of the Hang Seng index.

With more than 6,400 employees around the world, BEA now operates a global
network of approximately 160 outlets covering Hong Kong and the rest of Greater
China, the United States, Canada, the United Kingdom, the British Virgin Islands,
and Southeast Asia.

BEA delivers comprehensive retail and wholesale banking services through its
Personal Banking, Corporate Banking, Investment Banking, Wealth Management,
China, and International divisions. Products and services include deposit-taking,
foreign currency savings, retail investment and wealth management services,
mortgage loans, consumer loans, credit cards, Cyberbanking, bancassurance,
Mandatory Provident Fund services, trade finance, syndication loans, remittances,
and foreign exchange margin trading.

In addition to the Bank’s core products and services, the BEA Group’s major
subsidiaries further enhance BEA's total offering to both individuals and companies.
Blue Cross (Asia-Pacific) Insurance Limited provides comprehensive insurance
coverage and Tricor Group enables customers to build their businesses through a
complete range of integrated business, corporate, and investor services.

BEA will continue to focus its energies on achieving its vision to be the preferred
bank among Chinese communities around the world.
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FINANCIAL HIGHLIGHTS
M=

2005 2004
HK$ Million HK$ Million  Change #%)
EMEET BEEET %HHE
Profitability BXIgEn
Total operating income
e mE 5,953 5,496 +8.3
Profit attributable to equity holders of the Group
SERFREEET 2,749 2,348* +17.1
Balance Sheet Strength EEREMR
Advances to customers
BEFEX 138,744 117,259 +18.3
Total consolidated assets
REEAERE 238,799 210,370 +13.5
Total deposits
AR 182,326 167,916 +8.6
Total equity
ARS8 24,405 21,859~ +11.6
Earnings and Dividends Per Share 8REFIRRE
Basic earnings
BEARER| HK$1.83 HK$1.59* +15.1
Dividends
RS HK$1.26 HK$1.08 +16.7
Key Ratios T ELth®
Loan to deposit ratio
ERHERLE 76.1% 69.8%
Cost to income ratio
BRAEI A LL R 50.2% 50.3%*
Average liquidity ratio
THREBESLE 39.3% 44.4%
Capital adequacy ratio
BARFERLLE 17.4% 16.2%

*  Restated due to changes in accounting policies.

* BETRREEMER-

EERATERAT 20058 3




FIVE-YEAR FINANCIAL SUMMARY
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asuion  PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE GROUP |
BREL | —
EERREMLRER :
3,000 | 2,749
2,500 F 2,348
: b
2,000 ] 1,922 \
1,600 ; L Lo
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- FIVE-YEAR COMPARISON 5 F L&
‘ 2001 2002 2003 2004
| HKS$ Million HKS Million HK$ Milion HKS Million
I OBEEER BEEEEL BB EET AEEEET
Totalequity | o, 18,831+ 20,126* 21,859*
BREREE ' ' ' '
Cust deposit ‘
ustomer deposits 1 440,817 141,662 155,421 163,738
EEIFR |
Debt instruments issued
BRTEREE 8,902 10,277 5,527 4,179
Advancas to customers ;
) T 108,175 108,409 102,909 117,259
Total consolidated assets ,
] %%ﬁﬁ%}ﬁﬁ N 181,765 185,414 198,47¢ 210,370
Loan to deposit ratio
° &%ﬂ@ﬁ%ﬁ&tz R 71% 64% 70%
. Profit atiributable to ‘
equity holde{»s of the Group 1,600 1,270 1,922 2,348*
EE R REBEEA
Earpings per share ‘ N
SRBF | HK$1.12 HK$0.88 HK$1.32 HK$1.59
Dividends per share

smma  HKS054 HK$0.56 HK$0.85 HK$1.08

* Restated due to changes in accounting policies.
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For over 85 years, we at BEA have
supported our customers, helping them
increase their wealth and grow their
businesses. As we further expand our
presence in China and around the world,
we remain steadfast in our dedication to
providing the highest standard of service,
enabling every customer to enjoy
continued prosperity.
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N'S STATEMENT

5
Fo

| am pieased to inform shareholders that Mr. Kenneth
LO Chin-ming was appointed an Independent Non-executive
Director and a member of the Audit Committee of The Bank of
East Asia (“BEA" or the “Bank”) on Tst May, 2005, and
Mr. Eric LI Fook-chuen was appointed a Non-executive Director
of the Bank on 25th January, 2006. Mr. Lo is the Chairman and
Chief Executive Officer of the Industrial Bank of Taiwan, and
Mr. Li the Chairman and Chief Executive Officer of The Kowloon
Dairy Limited. | am confident that the valuable contribution of
Mr. Lo and Mr. Li will lead to the further success of BEA.

At the forthcoming Annual General Meeting to be held on
Friday, 7th April, 2006, Dr. Simon LI Fook-sean will retire in
accordance with the Articles of Association and will not seek
re-election. Dr. Simon Li was appointed a Director of the Bank
in 1987 and has served BEA for 19 years. On behalf of the
Board, | take this opportunity to extend our gratitude to Dr. Li
for his wise counsel and invaluable contribution to BEA during
his tenure of service on the Board and wish him every happiness,
good health and success for the future.

In 2005, BEA Group achieved a profit attributable to equity
holders of the Group of HK$2,749 million, representing an
increase of HK$401 million, or 17.1%, over that of HK$2,348
million in 2004. Basic earnings per share were HK$1.83. Return
on average assets and return of average equity were 1.3% and
12.2%, respectively.

As at 31st December, 2005, total consolidated assets were
HK$238,799 million, an increase of HK$28,429 million over

the position at the end of 2004. Advances to customers stood
at HK$138,744 million, representing 58.1% of total
consolidated assets. Customer deposits were HK$175,835
million, while certificates of deposit and subordinated debt
issued stood at HK$6,431 million and HK$8,549 million,
respectively. The loan to deposit ratio was 76.1%, compared
with 69.8% at the end of 2004. Total equity increased by 11.6%
to HK$24,405 million.

At the Annual General Meeting, the Directors will propose a
final dividend of HK$0.93 per share, which, tcgether with the
interim dividend of HK$0.33 per share paid in September 2005,
will constitute a total dividend of HK$1.26 per share for the full
year. This represents an increase of 16.7% over the total dividend
of HK$1.08 per share for the year 2004. Shareholders whose
names are on the Register of Members at the close of business
on Wednesday, 15th March, 2006 will be entitled to the
proposed final dividend. The final dividend will be paid in cash,
with an option to receive new, fully paid shares in lieu of cash.
This scrip dividend scheme is conditional upon the passing of
the relevant resolution at the Annual General Meeting, and the
Listing Committee of The Stock Exchange of Hong Kong Limited
granting approval to the listing of and permission to deal in the
new shares. The dividend warrants and the share certificates
for the scrip dividend will be sent to shareholders by ordinary
mail on or about Saturday, 8th April, 2006. Details of the scrip
dividend and the election form will be sent to shareholders on
or about Wednesday, 15th March, 2006.
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Dr. The Hon. Sir David [ Kwe'no
Chairman and Chief Executive
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In 2005, the operating environment in Hong Kong improved,
and loan demand increased in tandem with the strong growth
of the local economy. However, economic growth moderated
in the final quarter, as the spike in interest rates in the last half
of the year dampened consumer sentiment toward property
investment and consumption. Despite the weakness at the end
of the year, the overall asset quality of the Banks’ portfolio
improved and the Bank was able to make significant progress
in recovery of bad debt.

The outlook for 2006 is favourable, although global and local
economies are likely to expand at a more moderate pace than
in 2005. Loan demand and business opportunities are expected
to remain buoyant as a result of strong business sentiment and
the relocation of some economic activity, particularly in the
textiles and clothing sector, from the Mainland back to Hong
Kong. To improve income growth, banks will continue to
diversify into fee-generating businesses such as wealth
management and structured products. Furthermore, banks will
continue to invest in improving their risk management
infrastructure in order to meet the regulatory requirements of
the new Basel Capital Accord.

In 2005, BEA maintained its strategic focus on growth and
efficiency enhancement, and continued to develop new revenue
streams. The Bank launched a number of distinctive products
in both Hong Kong and China to meet market needs. The Bank
will continue to actively develop its wealth management
business, including private banking and structured products.
Furthermore, BEA will continue to exploit cross-selling
opportunities by promoting Tricor's leading corporate services
and share registration service and Blue Cross’ insurance products.
Last, but not least, the Bank will also continue to look for ROE
accretive expansion opportunities via acquisitions and strategic
alliances in Hong Kong, the Mainland and elsewhere.

With further expansion of its extensive branch network in the
Mainland, the Bank will continue to enhance its strong franchise
in China through capturing business opportunities arising from
the introduction of CEPA and China’s accession to the World
Trade Organization ("WTO"). One area that offers great
potential is personal Renminbi (“RMB”) business in Hong Kong.
BEA will also continue to strengthen its position in overseas
markets, including the United States, Canada and South East
Asia.

BEA will maintain its focus on improving operating efficiencies.
The Office Centralisation Project to relocate back-office
departments and operations to the new office tower in
Millennium City 5 ("MC5") in Kwun Tong was completed in
May 2005. BEA also plans to relocate additional back-office
operations to the operating centre in Guangzhou. Leveraging
the centralised Hong Kong operations at MC5 and the operating
centre in Guangzhou will be the focal nexus for the year 2006.
Furthermore, BEA will continue to enhance its systems and risk
management platform to support its growth.

With its unique market position in Hong Kong, the Mainland
and elsewhere, BEA is well prepared to further strengthen its
franchise in the domestic, Mainland and overseas markets.

David LI Kwok-po

Chairman and Chief Executive

Hong Kang, 10th February, 2006
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We attach greatest value to total
customer satisfaction. We continue to
stand by each and every customer,
making the extra effort to anticipate,
appreciate, understand, and satisfy the
genuine needs of our customers,
helping them achieve their financial
goals.
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FINANCIAL REVIEW

Financial Performance

The year 2005 saw confidence return to the local
economy, as business and consumers stepped up spending.
Neither high oil prices nor rising interest rates could dampen
the mood through most of the year.

It was only in the latter part of the year that higher interest
rates finally succeeded in cooling what had become an
effervescent residential property market. Transactions in both
the primary and secondary markets fell in reaction to the jump
in mortgage interest rates in the latter half of the year. While
the property market slowed to catch its breath, the economy
continued to perform well. The unemployment rate continued
to fall. Domestic consumption held firm, although the pace of
retail sales growth slowed in the last quarter.

The Hong Kong banking industry remained highly competitive
during the year, offering good value and helping to sustain the
growth momentum. '

The BEA Group's reported earnings for 2005 reflect certain
accounting standard changes that have been implemented in
2005. The Hong Kang Institute of Certified Public Accountants
("HKICPA") announced several new or revised Hong Kong
Accounting Standards (“HKAS"”) and Hong Kong Financial
Reporting Standards ("HKFRS”) in 2004. In preparing the
financial statements for 2005, all applicable HKAS and HKFRS
have been adopted. Prior period adjustments have been made
to the financial statements for 2004, depending on the individual
requirements of the concerned HKAS and HKFRS. The effects
of adopting these HKAS and HKFRS on the preparation and
presentation of financial statements are summarised in Note 3.

The BEA Group achieved a profit attributable to equity holders
of the Group of HK$2,749 million for the year ended 31st
December, 2005, a growth of 17.1% as compared with 2004,

The adoption of HKAS 39 had a mild impact on the recognition
of interest income and expense. Net interest income increased
by HK$146 million, or 4.0%, from HK$3,614 million, due to
healthy growth in loans to customers. The improvement came
despite a fall in net interest margin, from 1.95% toc 1.85%.
Non-interest income increased by HK$310 million, or 16.5%,
when compared with 2004, due partly to the adoption of

HKAS 39, which reclassified net interest income related to
funding swap transactions as non-interest income, as well as
to the increase in trading profits on investments in securities.
As a result, total operating income increased by 8.3% to
HK$5,953 million.

Despite that total operating expenses increased by 8.2% over
the corresponding figure in 2004 to HK$2,988 million due to
continuing expansion of the Group activities, the cost to income
ratio declined marginally from 50.3% in 2004 to 50.2% in 2005.

Operating profit before impairment allowances (previously
referred to as the charge for bad and doubtfu! debt) increased
by HK$231 million, or 8.4%, over the HK$2,734 million attained
in 2004,

As a result of the continuous improvement in asset quality and
the new approaches to assessing the loan impairment due to
the adoption of HKAS 39, the impairment loss on loans and
advances decreased by HK$131 million, or 48.1%, compared
to 2004, to HK$141 million.

Following the relocation of the Group’s operations departments
to Millennium City 5 in Kwun Tong in the first half year, two
vacant office premises were sold. As a result, the Group recorded
a profit on disposal of fixed assets of HK$365 million, an increase
of HK$350 million as compared with 2004,

The considerable rise in property prices in 2005 allowed BEA to
record a revaluation surplus for investment properties of HK$234
million. However, an impairment loss of HK$210 million was
recorded on vacant bank premises.

Share of profit less losses from associates decreased by HK$35
million to HK$34 million.

After taking into account income taxes, profit after taxation
was HK$2,786 million, an increase of 17.4 % over the HK$2,372
mitlion recorded the previous year.

Minority interests increased by HK$12 million to HK$37 million.

Profit attributable to equity holders of the Group increased to
HK$2,749 million, a rise of 17.1% compared to 2004.




Bt % B &
MHBRRE

TE2005%F  pempnasrn@EmEss - 2
¥ o BEBCNFIER BT BEE XM —BITEN
BATER -

EETHFHELA TCEINEEMETERERE - T2
FRRBEXLHA - B~ “FYHEMETRE - 257 ETHA
WM& AHREBNEARIRE  AEEFHETR - AETE
MHEFIFERERE - TREBDAREES -

FR - FHRITERSERERR  BEREFRFEBERYE BH
TEBGFAFEBEERY T -

ERGTTMINRN2004F 2% T BRI ISEETA(ERGITE
APFMCE R BHEERD - B RERTREN2005FFERS
FEAETEEGH SRR - FRERAMEEREAIRS
2005 HBHR - WERBERENNHERRT - EHERT
004FEFHBER - RAUFEUNHTEBIHREROFE
BEETEE3A »

EEE2005F12A31BIL2FR - ARBESRREEEFEE
2,743,000,0007T * ¥20045 £FH17.1% ©

FER(ESSERD FE305 et E R SR AR Ay B/ el -
BRFEERISHKRES185%  EAREEEFERSER
BEEEE - SFREURAEER2004F 28 698163,614,000,000
7L v 3EANAENE146,000,0007C © B 4.0% © ER20045LLEY - 3EF S
W A HNFE#5310,000,0007T3K16.5% * i S 7 R ARE @R B
(BRETEMBIFNTRE - LRIIABENSRANESE
MRSz PIERIERBIRA - MEAEENEHRERT
- Al EE WAL LT18.3% - EHS,953,000,0007T °

BEREEERBERSEYTLAEIBER004ELFH82% B4
#:2,988,000,0007T * 1B EUIA L= BH200458950.3% + B
TR ZE2005F5)50.2% °

MBRREEE GIUAEENTEENRES H]) AiaEa8n s -
TEE2004F FR1SRYEE2,734,000,0007T = FHE#231,000,000
7T B18.4% -

HREEREHENE  URLAEERAB(ESGHERDEI
ZHEEMRAFOTEENEREIAEEE  BERREEE
B 5 A A5 131,000,000 3548, 1% + EH#141,000,0007T »

BEE & EEFIE20054 L FIEMBE ABESI L 2 R AT
DR FAEETKTHERBEZEYE  AMBSHEEEE
E 2 BRZE%365,000,0007T - L2004 E FMBFIENEE
350,000,0007T

~

OPERATING INCOME VS OPERATING EXPENSES %@%L&A&%%ﬁﬁ\

[ HK$'000
BEFR
-~ Operating Income E%WA O~ Operating Expenses (& 1
: 5,952,
6,000,000 55 85 5,396,247 5,495,865 >38
| 211,9 5,056,296 _O/O
5,000,000 |
4,000,000 |
. 2,988,047
3,000,000 2,860,768 2,542,594 2,525,540 2,762,180
’ 2,000,000
1,000,000
\ ! ]
2001 | 2002 2003 | 2004 e

o

*  Restated due to changes in accounting policies.
* BEgMREREmMES-

RERTHEHRLT 2005 £

15




Financial Position

Total consolidated assets of the BEA Group were HK$238,799
million at the end of 2005, representing a rise of 13.5% from
HK$210,370 million at the end of 2004. Advances to customers
increased by 18.3% to HK$138,744 million.

Total deposits increased by 8.6% to HK$182,326 million, while
customer deposits rose by 7.4% to HK$175,895 million.
Demand deposits and current accounts decreased by a
combined HK$1,054 million to HK$10,865 million. Savings
accounts decreased by HK$13,232 million to HK$35,498 million.
Time deposits at the year-end 2005 stood at HK$129,533
million, an increase of HK$26,444 million, or 25.7%, when
compared with the balance at year-end 2004.

In December 2005, the Group issued US$550 million
subordinated loan capital. As at 31st December, 2005, loan
capital stood at HK$8,548 million, an increase of 100.2% when
compared with the balance at year-end 2004. Total equity stood

Maturity Profile of Debts Issued
As at 31st December, 2005

(All expressed in millions of dolfars)

at HK$24,405 million, an increase of HK$2,546 million, or
11.6%, when compared with the balance at the end of 2004.

During the year, BEA issued HKD floating rate certificates of
deposit with a face value of HK$2,700 millicn, and HKD fixed
rate certificates of deposit with a face value of HK$ 1,300 million.
The Bank redeemed HKD certificates of deposit amounting to
HK$2,000 million upon maturity, and repurchased a quantity
of its own certificates of deposit amounting to HK$117 mitlion
equivalent. The Bank also issued and redeemed a number of
short term TWD fixed rate certificates of deposit.

After taking into account all debt instruments issued, the loan-
to-deposit ratio was 76.1%, being 6.3% higher than the 69.8%
reported at the end of 2004.

At the end of December 2005, the face value of the outstanding
debt portfolio was HK$6,497 million, with the carrying amount
equal to HK$6,431 million.
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Total Year of Maturity
Currency Face Value 2006 2007 2008

Floating Rate Certificates of Deposit

Issued in 2005 HKD 2,700 1,200 1,500
Fixed Rate Certificates of Deposit

Issued in 2005 HKD 1,300 800 500

Issued in 2005 TWD 2,900 2,900
Discounted Certificates of Deposit

Issued in 2002 HKD 288 288

issued in 2002 UsD 86 86

Issued in 2003 AUD 50 50

Issued in 2003 NZD 44 44
Step Up Certificates of Deposit

Issued in 2003 UsD 44 44
Total Debts issued in HKD equivalent 6,497 3,489 669 2,339




MITEERAE L (F7)

o FERERAMEEERELA  AEBRAVENEER
BIHELHSHERE234,000,000TTHI B8 - TR EBERRITIIRENIE
ZREBL R AR 210,000,0007T ¢

A REESHE D F AR FAERER BRI E%35,000,000
7T - E#%%34,000,0007T °

BETRBEX W% - BREERTIRER2 786,000,0007T - AR
20045 Z BB FEH2,372,000,0005T © £F117.4% -

DBARER RS INERE12,000,0007T + EER37,000,0007T -

AEE2005F 2 IRRIEMREFIHZEH%2,749,000,0007T * &
2004538 0017.1% -

B AR

R2005FFE - AEBENGE EERERE238,799,000,000
7T - FHER20044F B BB EH F 2 #%210,370,000,0007T © LFF
13.5% * TP EZUEN18.3% @ EE%138,744,000,0007T °

FHBFELF8.6% - =/E1182,326,000,0007T : EEFREAIA
AEHE175,895,000,0007T * FHIER7.4% o FHRFERFREFE
#£10,865,000,0007T ' &% #1,054,000,0007C - BEFRAS
#£35,498,000,0007T * J 0 #%513,232,000,0007T * 12005512
A31B Z EHERAIAE%129,533,000,0007T - $EL2004F 4
[ 456248 H075 5 26,444,000,0007T * 325.7% °

20054812 8 REEETT550,000,000% THIEIEEE - 72005
E12A318 - EEE R AB8,549,000,0007 © E2004FFE
& - EN100.2% © RFEHLTEHR2004512 AREINBE
2,546,000,0007T811.6% * Z##24,405,000,0007 °

RITH 20055 AT ITEIERE2,700,000,000TTETER TR
% UREES1,300,000,000TTAATESFRE - WHEIH
B O Ot S T RS 28 52,000,000,000T - MEEESES
#117,000,000 B HAFREE « RITRERTEST - WREIH
BOBETEANSHESERE -

A AMBCRTNEEESE  ZOTERERRLEAR
76.1% » 20045 FIEHI69.8% L716.3% °

BBITEMEZSFNFL
H2005%12 8318
(A B ETTLI5T)
HBFEH
=03 HEE 2006 2007 2008

FRERHE

2005 %17 bt 2,700 1,200 1,500
EEERHE

20054 %47 peidsss 1,300 800 500

2005 81T Bk 2,900 2,900
LR

20025 51T it 288 288

2002F 1T = 86 86

2003F 1T EIT 50 50

20035 1T i 44 44
FRERE

2003 F 1T ET 44 44
FFEERTEERS (BERBY) 6,497 3,489 669 2,339

REHBITHRDT 2005 F3§

17




T8  The Bank of East Asia, Limited Annual Report 2005

AT : £y ‘ . i
Executive Directors’ Report {continued)

tation ¢

January 2006.

In recognition of BEA's excellent

& Hony reputation as a local brand, the Bank
Group was awarded the “2005 Hong
Kong Top Service Brand Award” in
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Risk Management

BEA has established comprehensive risk management
procedures that enable it to identify, measure, monitor and
control the various types of risk it faces, and, where appropriate,
to allocate capital against those risks. All risk management
policies have been approved by the Board of Directors. Risk
management mechanisms have been established at different
levels throughout the Group. This is supplemented by active
management involvement, effective internal controls and
comprehensive audits in the best interests of BEA.

With effect from 1st January, 2008, the Group has established
an enterprise-wide risk structure and set up a centralised risk
management department to handle and monitor all major risks,
including credit risk, market risk, liquidity risk and operational
risk. The Group also appointed a Chief Risk Officer to oversee
this function. It is expected that the overall risk management
capability of the Bank Group would be further enhanced as a
result.

OPERATIONS REVIEW
RECOGNITION

In recognition of BEA's excellent reputation as a loca! brand
that stands for the very best in quality and service to customers
and the public at large, the Bank Group was awarded the “2005
Hong Kong Top Service Brand Award"” in January 2006.

The award programme was jointly organised by the Hong Kong
Brand Development Council and the Chinese Manufacturers’
Association of Hong Kong. The objective of the award
programme is to give recognition to outstanding brand names

established by Hong Kong companies and to promote Hong
Kong products and services.

In May 2005, Cyberbanking was awarded the "Excellence in
internet Banking Award” in “The Asian Banker’s Excellence in
Retail Financial Services Awards 2004". In October 2005,
Cyberbanking also won the “Award of Merit” in the Enterprise
Solution Category 2005 in the "First Hong Kong Wireless
Technology Excellence Awards” for its innovative mobile phone
and PDA services.

IMPROVEMENT TO OPERATIONS
Office Centralisation

The relocation of departments to BEA Tower at Millennium City
5 in Kwun Tong was completed in May 2005, and a grand
opening ceremony held on 12th September, 2005. This
centralisation exercise will enable the Bank to enhance its
operational efficiency and manage the utilisation of office space
more effectively.

The Bank is in the process of disposing of surplus office properties
created as a result of the relocation exercise.

Relocating Back-Office Operations to the Mainland China

The back-office operating centre in Guangzhou, incorporated
under the name of East Asia Electronic Data Processing
{Guangzhou) Limited, has been running smoothly and is being
capable of in-sourcing functions from the Bank as planned. With
the centre’s track record in processing the relocated functions
satisfactorily, the Bank has mapped plans to outsource more
of its operating functions thereto in the years ahead.
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BEA celebrated the grand opening of
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With the opening of the Langham Place
and Millennium City 5 branches, BEA
now operates over 110 branches

and SupremeGold Centres in Hong Kong.
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Information Technology

New Accounting System

The Bank is to launch a new computer system for general ledger
operations in 2006. The new accounting system will not only
improve operating efficiency and strengthen control, but also
meet the evolving regulatory reporting requirements and
improve information management by facilitating information
sharing and consolidation.

Core Banking System

in January 2005, the first phase of the Care Banking System
tmplementation project, covering Customer Information File and
System Architecture, was completed. The first phase
strengthened BEA's sales and marketing infrastructure by
providing support to campaign execution and customer sales
contact activities. It also empowered BEA to capture more
customer data for storage in the Customer Relationship
Management System. The Bank is now in a better position to
analyse customer behaviour and preferences.

In May 2005, the Bank moved forward to implement the
functional and technical design for the second phase of the
project, which covers Deposit and Payment modules. Detailed
design and development work is under way, and the second
phase will be ready for roll out in the second half of 2006.

PERSONAL BANKING

Branch Distribution

BEA continues to implement the Branch Rationalisation
Programme to further strengthen the local branch network.

During 2005, two new branches were opened, five branches
were relocated to more prominent sites, and seven branches

were closed and merged with nearby branches. At the end of
January 2006, the total number of branches in Hong Kong stood
at 87,

To further enhance the Bank’s service in wealth management,
four SupremeGold Centres were opened during the year,
bringing the number of SupremeGold Centres to 26 by the end
of January 2006. The Bank plans to open four SupremeGold
Centres in 2006,

The Branch Renewal Programme is also ongoing. The new
branch design concept, which provides a bright and spacious
atmosphere, was first introduced three years ago and has been
well received by customers. Mare branches will be renovated
to the new standard in the years to come.

With the expansion of the permissible scope of personal RMB
business, the Bank began to offer RMB deposit account services
to business customers in the designated industries starting from
December 2005.

A new marketing aid, named Insurance Needs Analysis Too!,
was installed at all BEA branches and SupremeGold Centres
during the year to further enhance the professionalism of
insurance sales staff in delivering quality financial analysis and
solutions.

To enhance its insurance services, BEA has introduced two new
programmes, one providing express services and another
offering tailor-made quotations for specified customers. The
express service speeds up the application process for non-Hong
Kong residents, so that the whole precess including medical
examination can be completed within five days. Tailor-made
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The SHKP Club VISA Card was
launched in partnership with Sun Hung
Kai Properties, enabling BEA to
broaden its customer base.
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quotations provide flexibility for applications that deviate from
normal underwriting requirements.

Cyberbanking

During the year, Cyberbanking was further upgraded to serve
customers better. In January 2005, e-Statement and
CyberDonation services were introduced over the Internet. To
further enhance security when processing online banking
transactions, Cyberbanking implemented two-factor
authentication in June 2005. At the end of 2005, the Bank had
over 310,000 registered Cyberbanking users. The average daily
usage volume exceeded 143,000 transactions.

Corporate Cyberbanking recorded steady growth in its customer
base in 2005. By the end of 2005, over 16,600 corporate
customers had registered with BEAs Corporate Cyberbanking,
representing a 21 % increase compared to the end of 2004.

Property Loans

The property market consolidated in the second half of 2005
after a sharp rise at the beginning of the year. The rise in
mortgage interest rates took its toll, depressing the number of
new transactions and therefore reducing mortgage loan
demand.

To moderate the impact of rising mortgage interest rates, in
early September BEA launched the “BEA Fixed Rate Mortgage
Plan” and pioneered the 40-year Fixed Amount Mortgage Plan
to provide more flexible mortgage solutions.

In addition, BEA actively coordinated with various property
developers to provide preferential mortgage plans to
homebuyers, which sustained BEA's business growth in the face

of a contraction in property transaction volume in the second
half of 2005.

Consumer Loans

With the steady growth of the economy and improvement in
private consumption, BEA launched a new overdraft facilities
package and initiated various promotional programmes in the
second half of 2005. The promotional programmes incorporated
a wide range of attractive offers, such as low interest rate lock-
in period and highly personalised pricing, and were successful
in capturing customers of good quality including professionals,
executives and middle-income earners. Double-digit growth in
the portfolio of this target customer segment was recorded, as
compared with the corresponding period the previous year.

In addition, in August 2005 BEA introduced an innovative
personal loan product, named CyberCash, to Cyberbanking
customers. CyberCash is a highly convenient and quick loan
service that allows customers to apply for loans online via the
Internet and mobile phones. The approved loan will be deposited
directly to a BEA account designated by the customer within
two hours. This product was well received by younger income
earners, who are frequent users of the Internet.

Credit Cards

BEA continued to build its credit card brand during the year.
Services were enhanced through the revamp of key products,
and appealing cardholder privileges were employed to
encourage regular card usage. Moreover, the Bank exploited
cross-selling oppertunities to deepen business penetration and
enlarge the customer base. For exampte, BEA partnered with
Sun Hung Kai Properties to launch the SHKP Club VISA Card
co-branded card in April 2005.
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In 2005, the Bank introduced sophisticated segmentation tools
and a robust credit platform, including behavioural scoring
engines. The ability to conduct credit evaluation was also
updated, with the introduction of an improved scoring
programme. New marketing strategies were devised based on
these innovations, so as to provide rewards specific to different
target customers.

The Bank’s risk management efforts during the year were
successful in stabilising the credit card charge-off ratio. In
addition, a new initiative was launched to fine-tune credit line
management.

Seizing the business potential brought by the expansion of RMB
business, credit card business will align its overall strategy to
make the most of macroeconomic developments.

Blue Cross (Asia-Pacific) Insurance Limited

Blue Cross Insurance recorded steady growth in all business
lines through the year. The Company's well-established
distribution network enabled it to offer a wide range of
insurance products to target customers. The BEA Life Insurance
Series and selected general insurance products were distributed
through over 110 BEA branches and SupremeGold Centres.
Other distribution channels included insurance agents, brokers,
allied partners, and both the BEA and Blue Cross on-line
websites.

In 2005, Blue Cross gross premium income increased by 24 %,
while life insurance and general insurance premium income grew
by 51% and 4% respectively.

Being a trustworthy brand in the market, Blue Cross received a
number of awards in recognition of its achievements, including
“The Most Popular Travel Insurance Company Award”, “MIS

BEA continued to expand its range of
insurance products, and introduced
several new life insurance and general
insurance products in the year.
EORFERKITELZE2HHOARN
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Asia IT Excellence Award", and "High Flyers Achievement Award
— Health insurance”.

Blue Cross continued to expand its market share through the
offering of innovative products. Pet Care Insurance was launched
in July 2005 to provide pet lovers with desired medical cover
for their cats and dogs. Another new product, DecorationSafe,
was promoted to the public in the last quarter of 2005, offering
protection for property damage and liability loss due to
decoration works at home or in the office.

CORPORATE BANKING
Corporate Lending

BEA remained an active player in the corporate lending market
during 2005. In the first half of the year, demand for loans was
strong from all business sectors due to the low interest rate
environment, higher property values and strong domestic
demand. However, as interest rates and oil prices surged in the
second half of the year, local companies began to slow their
pace of business expansion. Overall, companies reported good
business turnover but only moderate profit growth for the year.

Competition among banks remained keen for all business
segments and loan types. To improve yield return and to broaden
the client base, BEA pro-actively solicited business by
participating in high quality and return-justified deals. BEA was
quick to take advantage of the booming economy in Macau,
capturing emerging lending opportunities as local and
international investors sought financing in Hong Kong for new
investments in Macau.

BEA actively participated in new financing exercises involving
large conglomerates, including property development and
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The “SME Loan Programme” and the
"Corporate Tax Loan Programme” were
tailor-made for smail to medium-sized
enterprises.
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investment projects in Hong Kong and Macau, working capital
financing and IPO pre-financing. The Bank also secured deals
to finance overseas acquisitions made by large PRC corporations
via their Hong Kong subsidiaries. The Bank has underwritten
and participated in numerous syndicated deals, including a
HK$5,200 million syndicated loan facility to CITIC Pacific Limited,
a HK$3,600 million syndicated loan facility to Hopewell Highway
Infrastructure Limited and a US$729 Million syndicated loan
facility to Wynn Resorts (Macau), S.A.

in the small to medium-sized enterprise market, BEA continues
to focus on companies with promising business prospects,
offering tailor-made banking facilities and a comprehensive
range of value-added services. The Bank launched several loan
schemes targeted at this segment, including the "SME Loan
Programme”, the “Trade Finance Programme” and the
“Corporate Tax Loan Programme™.

Commercial advances were in strong demand in the first 6
months of the year, but flattened in the second half in front of
the backdrop of surging interest rates and oil prices. Equipment
and vehicle financing maintained satisfactory growth throughout
the year as a result of the Bank’s focus on enhancing its business
relationships with equipment and vehicle dealers. On the other
hand, the taxi and public light bus loan business recorded a
mild drop as BEA continued to adopt a prudent lending policy.
A zero-write off record was maintained for the taxi and public
light bus portfolio during the period.

The Bank organised a number of information seminars for
corporate customers in 2005, aiming to further enhance the
relationship with these customers. For example, in January, BEA
organised a seminar under the theme " Global Economic Outlook
and Foreign Exchange Market for 2005”. The seminar provided
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BEA successfully

completed seven projects

as a Receiving Bank in 2005.
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useful macro economic and market information to assist
customers in developing their business plans for the year ahead.

In October, BEA organised a seminar on "Capturing Business
Opportunities in China: New Directions and Developments in
the Expanding Mainland Market”. Three experts on China were
invited to share their insights and experience with the Bank’s
customers.

In mid-January 2006, BEA held a seminar entitled “Charting
Course for 2006: The Qutlook Opportunities”. The seminar
brought together distinguished leaders in the fields of
economics, real estate, foreign exchange, and investment with
BEA's corporate and personal-banking customers.

Securities Lending

BEA maintained its market share in stagging loans for IPOs in
2005, achieving a 38% increase in loan activity in line with the
rise in IPO fundraising. The Bank was also active in providing
IPO Receiving Bank services, successfully completing seven
projects, including The Link REIT, the largest real estate
investment trust issued to date, and China Construction Bank,
the first of China’s Big Four banks to list in Hong Kong. BEA
recorded a 24% increase in traditional share financing loans
during 2005, and will strive to establish an even stronger
foothold in local stock market financing in 2006.

Bank of East Asia (Trustees) Limited

Mandatory Provident Fund

To provide greater flexibility in the management of voluntary
contributions, BEA launched a new service, the MPF Personal
Contribution Account ("PCA"), in April 2005. A PCA can be
opened by anyone interested in saving for retirement; it is not
necessary to have an MPF account with BEA to qualify. BEA is
the first MPF trustee in Hong Kong to offer this service.
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In addition, BEA launched three new constituent funds under
its Master Trust Scheme in September 2005, namely BEA (MPF)
Asian Growth Fund, BEA (MPF) Hong Kong Growth Fund and
BEA (MPF) Global Bond Fund. With the new funds, scheme
members now have more investment options.

The strength of BEA'S MPF investment team was underscored
at the end of the year, when it was reported that BEA ranked
the second in the MPF index compiled by Mercer Human
Resource Consulting for the one-year period ended September
2005.

Trust Services

In addition to the provision of MPF services, Bank of East Asia
(Trustees) Limited also offers a wide range of trustee services to
both individual and corporate customers. Four sub-funds were
successfully launched under the BEA Signature Portfolio Fund
in January 2005, namely BEA Aggressive Fund, BEA Growth
Fund, BEA Balanced Fund and BEA Stable Fund.

WEALTH MANAGEMENT
Structured Products

The Bank launched over 30 different Linked Deposit products
in 2005. A major milestone was achieved during the year, with
distribution of principal protected structured products having
been extended to all branches on the Mainland and in Macau,
significantly increasing the base of potential customers.

The Bank also introduced the mass market to a number of
innovative investment products with exotic options that were
previously only available to affluent individuals. Furthermore,
products with shorter tenors and early redemption features were

nnnnnn

The Bank launched over 30 different
Linked Deposit products in 2005, giving
customers more investment options.
AOIRFARDELE0ERBFRER
BEFETRESHRERA:

offered to give customers a higher degree of flexibility to take
advantage of the buoyant market.

During the year, the transaction volume of structured deposits
increased by 7.7%, while the total outstanding structured
products portfolio increased by 60%.

Mutual Fund Business / Asset Management

Timely market information is the key to smart investing. In order
to make it easier for the Bank's customers to access such
intelligence, the Bank revamped its online Cyberfund Centre
and joined forces with ET-Wealth (a subsidiary of the listed Hong
Kong Economic Times Group). With the revamp, the Bank has
significantly enhanced the content of its financial news and
information on investment funds.

In 2005, the investment fund business of the Bank grew by
more than 15% in terms of net assets under custody.

Due to the strong performance of several BEA investment funds
and a 23% increase in assets under management from the MPF
business, the Bank's investment management subsidiary, East
Asia Asset Management Company Limited, recorded a
significant increase in profit of over 39% in 2005.

Bancassurance

Bancassurance business continued to achieve double-digit
growth in 2005, with a 30% increase in insurance premium
income. The Bank further enhanced its insurance product range
by developing market-responsive insurance products, particularly
single premium, refundable term life, and annuity plans.
Customers can now access BEA's insurance products at the
branches, or via the Internet and by telephone.
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With distribution of principal
protected structured products
zemmgra. having been extended to the
"""" Mainland and Macau, BEA had
significantly increased the base of
potential customers.
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The Bank re-launched BEA Private
Banking in September 2005 to
enhance its offering of value-added
wealth management services for high
net worth customer segment.
ARITR2005F 9 AMILAL ARITH &
NBRAFTHBEEEEFRHNHME
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With the aim of increasing the penetration rate of insurance
products within the Bank’s customer base, various cross-selling
campaigns to targeted customers from credit card, mortgage
foans and children’s savings accounts were introduced in 2005.
Sophisticated marketing segmentation and sales promotion
strategies were employed to achieve budgeted growth. In
particular, a series of road shows were organised at various
shopping centres to strengthen brand awareness.

Private Banking

The Bank re-launched BEA Private Banking in September 2005,
aiming to be a leading provider of premier wealth management
services to key clients in the regicon. Established as a separate
unit under the Wealth Management Division of the Bank, this
new unit enhances the Bank's offering of value-added wealth
management services for the high net worth customer segment.

Through BEA Private Banking, select customers have access to
dedicated, relationship oriented, trusted and professionally
trained bankers on a one-to-one basis. BEA Private Banking
encompasses an extensive range of services for managing
personal wealth, including advisory and discretionary portfolio
management, treasury and structured products, dealing in
securities and funds, family trust and estate planning, in addition
to the full range of banking services.

INVESTMENT BANKING AND SERVICES
East Asia Securities Company Limited - Securities
Cybertrading

East Asia Securities continued to benefit from the improving
local market sentiment and investor confidence during the past
year.

The Company has dedicated itself to continually raising its
standard of services in order to meet the increasingly
sophisticated demands of its customers and the marketplace.
As a measure of its success, the Company registered a 16%
rise in the number of Cybertrading accounts during 2005. As
of 31st December, 2005, more than 49% of the Company’s
securities clients were subscribers to the Cybertrading Service.

East Asia Securities has instituted various incentive schemes to
encourage clients to execute trades via its user-friendly electronic
trading platform. The schemes have generated strong positive
response from clients. Currently, the volume of transactions
executed via the Cybertrading System, expressed as a percentage
of total turnover, accounts for some 50% of the number of
trades and 36% of transaction value.

With a view to further enhancing the Cybertrading Service, East
Asia Securities has plans to introduce an elPO Service and further
enhance its VRS Trading System and Mobile Phone Trading in
the first half of 2006.

East Asia Futures Limited - Futures Cybertrading

For the year 2005, East Asia Futures, the wholly-owned futures
and options broking arm of the Bank, benefited greatly from
the improved local market conditions. The Company has
recorded significant growth in its client base since the launch
of its online real time trading platform in August 2004 - the
Futures Cybertrading System.

Year to year, the Company registered growth of 34% in the
number of Futures Cybertrading accounts. As of 31st December,
2005, more than 67% of the Company's clients had subscribed
to the Futures Cybertrading Service.
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Customers are encouraged to execute
trades via BEA's user-friendly Securities
and Futures Cybertrading platforms,
which enable themn to keep abreast of
the latest market trends.
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BEA further expanded its strong
presence in China with the total
number of outlets reaching 23.
AEHRBERERNLNERIRE
R ER BB RS EEMME-

East Asia Futures has instituted various incentive schemes to
encourage clients to execute trades via its user-friendly electronic
trading platform. Currently, the volume of transactions executed
via the Futures Cybertrading System, expressed as a percentage
of total turnover, accounts for some 40% of trades and 35%
of transaction value.

CHINA OPERATIONS

In 2005, BEA opened two branches in Hangzhou and
Chongging, two sub-branches in Shanghai Xintiandi and
Shenzhen Nanshan as well as two representative offices in
Suzhou and Dongguan, At present, BEA has a total of 23 outlets
in China, including 11 branches, 6 representative offices and 6
sub-branches. Further expansion is planned for 2006, including
but not iimited to upgrading the existing representative offices
into full branches and establishing more sub-branches on the
Maintand and in Macau.

To explore the bancassurance business opportunities in China,
BEA entered into cooperation agreements with China Pacific
Insurance Company Limited and China Life Insurance Company
Limited during the year. Nine out of the eleven branches in
China have already obtained agency licences for marketing both
life and general insurance products.

BEA launched five derivative products in China and one
derivative product in Macau during the year, with encouraging
sales results. BEA will continue to develop innovative personal
banking products to suit the needs of the local market.

Furthermore, BEA obtained approval from the State
Administration of Foreign Exchange to provide RMB forward
services to its customers.

In 2005, BEA has achieved a significant growth of 50% in the
toan portfolic and 74% in the net profit in the China, Taiwan
and Macau markets. BEA is confident that the business units in
these three markets would be able to maintain this growth
momentum in 2006.

OVERSEAS OPERATIONS

In 2005, BEA continued the implementation of its international
expansion strategy. In March, The Bank of East Asia (Canada)
opened a branch in the city of Vancouver. In April, BEA exercised
the option to increase its shareholding in PT. Bank Resona
Perdania, its joint venture bank in Indonesia, raising its stake
from 24.89% to 30%.

In June, The Bank of £ast Asia (U.S.A) N.A. ("BEA-USA") opened
its fourth California branch in Torrance. To further strengthen
BEA's presence in the United States, in December, East Asia
Holding Company, Inc., a wholly-owned subsidiary of BEA,
signed a definitive agreement to acquire National American
Bankcorp (“NABancorp”). NABancorp is the holding company
for National American Bank (“NAB"), a commercial bank with
three branches in the San Francisco Bay Area. NAB will be
merged into BEA-USA following the completion of the
acquisition in the second quarter of 2006. The acquisition will
enable BEA Group to expand its network into the dynamic San
Francisco market, and it will provide a platform for further
growth in northern California.

BEA-USA is also preparing to open two additional branches in
New York City in the first half 2006. Cyberbanking Services will
be extended to customers beginning in the second quarter of
2006. By mid 2006, BEA-USA will have a total of 10 branches
in the U.S.




A new branch was opened in Vancouver
City by The Bank of East Asia (Canada).
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2 The Bank entered into cooperation
agreements with China Life Insurance
and China Pacific Insurance.
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In 2005, BEA overseas business units recorded a growth of 15%
in the loan portfolio. Despite heavy loan prepayments and lesser-
than-expected growth due to strong liquidity and high interest
rate environment, overseas business units achieved an increase
of 40% in net prcfit for the year ended 31st December, 2005.
The overseas business units will continue to carry out the mission
of improving profitability and providing high quality niche
banking services to its target customers.

CORPORATE SERVICES

The BEA Group, through Group member Tricor Holdings Limited
("Tricor”), is a leading provider of business, corporate and
investor services in the region. These services include accounting,
company formation, corporate compliance and company
secretarial, executive search and selection, initial public offerings
(“IPO") and share registration, payroll outsourcing and fund
and trust administration.

Tricor recorded significant growth in revenue for the year and is
the key contributor to the BEA Group's fees and commission
income. The continued improvement in the business
environment in Hong Kong has benefited Tricor's operations.
The company has experienced strong demand for its corporate
compliance services from both private and publicly listed
companies in Hong Kong, its IPO and share registration services
as well as its executive search work. Furthermore, its overseas
operations have made a respectable contribution to Tricor’s total
revenue.

In May 2005, Tricor acquired the company secretarial business

of Ernst & Young in the British Virgin Islands, adding strength -

to Tricor’s already successful corporate services practice there.
Continuing with its regional expansion strategy, in July 2005,
Tricor acquired a substantial interest in the client accounting,
payroll outsourcing and executive recruitment businesses of
PricewaterhouseCoopers in Thailand, the leading accounting
firm in that country. Pursuant to a sale and purchase agreement
signed in December 2005, Tricor completed the acquisition of

David LI Kwok-po
Chairman and Chief Executive

Hong Kong, 10th February, 2006

Joseph PANG Yuk-wing
Executive Director

a reputable corporate services practice in Malaysia on 12th
January, 2006. Tricor also set up operations in Shenzhen, its
third office on the Mainland, in October 2005.

As of January 2006, Tricor operates in 10 cities in the region. As
market leader in business, corporate and investor services, Tricor
will continue to look for business opportunities in Greater China
and elsewhere.

On 16th January, 2006, Tricor consolidated its Hong Kong offices
into a single location at Three Pacific Place on Hong Kong island.
The consolidation will facilitate the further integration of the
company’s various business lines, systems ard resources.

HUMAN RESOURCES
The Bank of East Asia Group employees at 31st December, 2005:

Hong Kong 4,518
Other Greater China 1,507
Overseas 418
Total 6,443

The year 2005 was a challenging year for human resources
professionals, especially for those serving in the field of
recruitment and retention. To meet these challenges, the Bank
has continuously reviewed its human resources programmes to
attract high calibre candidates and to retain outstanding
performers. These programmes include enhancement of staff
benefits, rewards to top performers, enrichment programmes
for staff development, and best practice benchmarking
conducted by external human resources consultants.

The Bank is committed to enhancing the capability and
developing the potential of its staff in order to assist them to
face the changing needs of their work. Besides regular in-house
training programmes, the Bank has collaborated with university
professors and external training consultants to design and
organise customised training courses.

CHAN Kay-cheung
Executive Director




Tricor operates in 10 cities in
the region following the
completion of a series of
acquisition and expansion
plans.
BRERZREENARE

m

’tncor

| N
\
I
{
1
hSEEHTEEM0ER |
S N

BN TTEISI 20055435 15%NERERRE - BEEELR
HMAEERSHMEBET  REBRERAE SEBLRENRE
2R EEE2005F 12831 BIEEE - B TTERAFEEER
TR RE L F  FIEHR4A0% » T EISINERBIZ BN ER
ERNEE  RAEMENERESREEENRITRE -

T H# R

FEERE — SEEBERNGENREERBTEENRTL
ff - RBBEFREG:T - DERE - CEEREERDINE
PERARHEE EXLRBREBRNER  XFIM - UREE
MEHITHRERS -

BEEFRRGHENRSER  AXREENERENAERAR
BRRBERAM - E%ﬁ%@%fﬁ&?ﬁi&iﬁﬁ BMEMTE - it
EFHLERNETRARANCEEREET  EROFBRAENHE
i ??ESZAE%E%%HEX%EUWIEEQ S - EEEIEREIRK
BT REBRARBRENTIERRZ— -

20055 - R EUNB T KEHTERMEABRELHESAHDEIY
EiR%  CHEZMESNCERBERTREN - SEERE
EEANEBTRER  R7ANBERRUKES T EBMESR
EMEEEH  SHMAMITBABBBEBNEKME - 1t
Sh RBRI2AZENEERE  SETE2R20066E1812B8%
MBS R — BB EN P RARIE LT - 20055107 - £
ERRYIBIHER  LBEERMNEEEHIEE -

EFRITBAEH HITEE
FEH WER

&% - 20062 A 10H

The Bank has collaborated

I with university professors and
external training consultants
to organise customised
training courses.
BITEABHERBYENS
- RBIEITEEIIRE.

F20065F1 8 EENEBRHEEM0EET - SEERE - &
EARBERBERTHID  BRERZEATEEUEER
BHHIEE -

20061 160« EEBEEEENSENSEREES  £PRK
HESTH - BB REETRER  ZFNERNE—F
Fa .

ADER

REHTEER005FE AN BHETAZNT ¢

&5 4518
AREEMME 1,507
ST 418
o~ 6,443

ERERNRBESEMET - ANARIEARE2005EEEE
%o Al ATRERSASERER  BESMETER - &
E@EEB‘JEI CEITEBTIEYIRNBESE  URERANERE
R SIEERIZES -

FOBARANEREINEETE EYRIRETRNIE
B - BT EBMSITIRIREN - FITTEE T ABHENE
BREAE  REIRSTEEEMNSZIRE -

HITEE
R E

ESRAERAT 20058 35




36 The Bank of East Asia, Limited Annual Report 2005

BIOGRAPHICAL DETAILS OF DIRECTOR

MANAGEMENT

DIRECTORS

Dr. The Hon. Sir David LI Kwok-po

GBS, OBE, MA, Hon. LLD (Cantab), Hon. DSocSc, FCA, FCPA,
FCPA (Aust.), FCIB, FHKIB, FBCS, CITP FCIArb, JP The Order
of the Rising Sun, Gold Rays with Neck Ribbon, Officier de
la Légion d'Honneur, Chairman and Chief Executive and
Member of the Nomination Committee

Sir David, aged 66, is the Chairman of The Chinese Banks’
Association, Limited and the Hong Kong Management
Association. He is a Member of the Banking Advisory
Committee and the Exchange Fund Advisory Committee.
He is also a Member of the Council of the Treasury Markets
Association. Sir David is a Member of both the Executive
Council and the Legislative Council of Hong Kong. He is the
Pro-Chancellor of the University of Hong Kong. He is the
Chairman of the Advisory Board of The Salvation Army, Hong
Kong and Macau Command, the Chairman of the Executive
Committee of St. James’ Settlement and the Chairman of
Saint Joseph’s College Foundation Limited, and also serves
on Hong Kong Red Cross Advisory Board. Sir David is also
the Chairman of The International Chamber of Commerce
- Hong Kong, China and the Vice President of the Council
of the Hong Kong Institute of Bankers.

Sir David joined the Bank in 1969. He was appointed a
Directorin 1977, Chief Executive in 1981, Deputy Chairman
in 1995 and Chairman in 1997.

Sir David is a Director of AviChina Industry & Technology
Company Limited, China Merchants China Direct
Investments Limited, China Overseas Land & Investment
Limited, COSCO Pacific Limited, Dow Jones & Company,
inc., Guangdong Investment Limited, The Hong Kong and
China Gas Company Limited, The Hongkong and Shanghai
Hotels, Limited, Hong Kong Interbank Clearing Limited, The
Hong Kong Mortgage Corporation Limited, PCCW Limited,
San Miguel Brewery Hong Kong Limited, SCMP Group
Limited and Vitasoy International Holdings Limited.

Sir David is the First Honorary Chairman of Hong Kong
Chamber of Commerce in China, a member of the Board of
Trustees of Asia Society International Council and Asia
Business Council. He serves on the advisory board of Capital
magazine and the international advisory boards of Carlos P
Romulo Foundation for Peace and Development, Daimler-
Chrysler AG, Federal Reserve Bank of New York's
International Advisory Committee, Hospital for Special
Surgery, Komatsu, Lafarge, Scripps International Network
and Sirocco Aerospace International SAE. Sir David is the
Non-executive Chairman for Edelman Asia-Pacific, Deputy
Chairman of SR Technics Holding Advisory Board, a Senior
Adviser of Metrobank, a Senior Member of The Conference
Board, Inc. and a Member of the Advisory Council to the
Australian International Schoo! Board. He is an Emeritus
Trustee of the Cambridge Foundation and a Trustee of the
Cambridge Overseas Trust.
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Biographical Details of Directors and Senior

Dr. LI Fook-wo

CBE, BS, MCS, Hon. LLD, Hon. DSSc, FCIB, FHKIB, JP,
Non-executive Director and Member of the Nomination
Committee

Dr. Li, aged 89, is a former member of the Executive and
Legislative Councils. He joined the Bank in 1940. He was
appointed a Director in 1958 and was the Chief Manager
from 1972 to 1976. He was appointed Chairman from
1984 to 1997. Dr. Li is the father of Mr. Aubrey LI Kwok-
sing.

Mr. WONG Chung-hin

CBE, JP, Independent Non-executive Director and Member
of the Audit Committee

Mr. Wong, aged 72, is a solicitor. He was appointed a
Director in 1977. Mr. Wong is the Consultant of P.C. Woo
& Co. He is also a Director of Hongkong Electric Holdings
Limited and Hutchison Whampoa Limited.

Dr. LEE Shau-kee

Hon. DBA, Hon. DSSc, Hon. LLD, Independent
Non-executive Director and Member of the Nomination
Committee

Dr. Lee, aged 77, was appointed a Director in 1987. He is
the Chairman and Managing Director of Henderson Land
Development Company Limited and Henderson Investment
Limited. Dr. Lee is also the Chairman of The Hong Kong
and China Gas Company Limited and Miramar Hotel and
Investment Company, Limited. He is the Vice Chairman of
Sun Hung Kai Properties Limited and a Director of Hong
Kong Ferry (Holdings) Company Limited.

Dr. The Hon. Simon LI Fook-sean

GBM, Hon. LLD, FUC (Lond.), Hon. Fellow (CUHK), LLB
(Lond.), Non-executive Director, Chairman of the
Nomination Committee and Member of the Remuneration
Committee

n oo
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Dr. Li, aged 83, was appointed a Director in 1987. He is a
former Vice President of the Court of Appeal.

Dr. Allan WONG Chi-yun

SBS, MBE, BSc, MSEE, Hon. DTech, JE Independent
Non-executive Director, Chairman of the Remuneration
Committee, Member of the Audit Committee and the
Nomination Committee

Dr. Wong, aged 55, was appointed a Director in 1995. He
is the Chairman and Group Chief Executive Officer of VTech
Holdings Limited. Dr. Wong holds a Bachelor of Science
degree in electrical engineering from the University of Hong
Kong, a Master of Science degree in electrical and computer
engineering from the University of Wisconsin and an
honorary degree of Doctor of Technology from the Hong
Kong Polytechnic University. Dr. Wong is the Chairman of
the Hong Kong Applied Science and Technology Research
Institute and a member of the Council of Advisors on
Innovation and Technology. He is also an independent non-
executive director of China-Hongkong Photo Products
Holdings Ltd. and Li & Fung Ltd. and a Director of Oasis
Airlines Hong Kong Limited.

Mr. Aubrey Ll Kwok-sing

BSc, MBA, Non-executive Director, Member of the
Nomination Committee and the Remuneration Committee

Mr. Li, aged 55, was appointed a Director in 1995, He is a
Director of Management Capital Limited. Mr. Li possesses
extensive experience in the fields of investment banking,
merchant banking and capital markets. He is also a Director
of ABC Communications (Holdings) Limited, Cafe de Coral
Holdings Limited, China Everbright International Limited,
CNPC (Hong Kong) Limited, Kowloon Development Co.
Ltd, Pokfulam Development Company timited and Value
Partners China Greenchip Fund Limited. He is the Chairman
of Atlantis Asian Recovery Fund plc. Mr. Li is the son of
Dr. Ul Fook-wo.
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Mr. Joseph PANG Yuk-wing

BSSc, MIBA, Hon. DSocSc, Hon. Fellow (CUHK), ACIB, FHKIB,
JP, Executive Director and Deputy Chief Executive

Mr. Pang, aged 56, joined the Bank in 1973. He was
appointed Alternate Chief Executive in 1991 and was
promoted to General Manager in 1992. He was further
promoted to Deputy Chief Executive and was appointed a
Director in 1995. He assists the Chief Executive in the overall
management and control of the Group.

Mr. Pang is the Chairman of the Banking and Finance
Industry Training Board of the Vocational Training Council
and Vice President of the Hong Kong Institute of Bankers.
He is a Member of the Board of Hong Kong Applied Science
and Technology Research Institute Co., Ltd., a Member of
the Investor Education Advisory Committee and the Process
Review Panel for the Securities and Futures Commission.
He is also a panel member of the Securities and Futures
Appeals Tribunal. He is a Lay Observer of independent Police
Complaints Council Observers Scheme and a Trustee of
the Retirement Schemes of The University of Hong Kong.

Dr. William MONG Man-wal

Hon. DBA, Hon. LLD, Hon. DSSc, Hon. DEng, Non-executive
Director

Dr. Mong, aged 78, was appointed a Director in 1995. He
is the Chairman and Senior Managing Director of Shun
Hing Group. Dr. Mong is a Member of the One Country
Two Systems Research Institute Advisory Committee. He is
the Honorary Chairman of Hong Kong Electrical Appliances
Manufacturers Association. Dr. Mong is the Honorary
Chairman of the Board of Trustees of Nanjing University, a
Consultant of the Tsinghua University Education
Foundation, a Director of the Centre for Advanced Study
Foundation of Tsinghua University, the Honorary Member
of the Education Fund of Peking University, the Board of
Trustees of Shanghai Jiao Tong University and a Member
of the Board of Directors of Jinan University in Guangdong.
He is also a Member of the Court of Hong Kong University

)
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of Science and Technology and Hong Kong Polytechnic
University.

Mr. CHAN Kay-cheung
FHKIB, Executive Director and Deputy Chief Executive

Mr. Chan, aged 59, joined the Bank in 1965. He was the
Company Secretary from 1987 to 1995 and was promoted
to General Manager in 1992. Mr. Chan was appointed a
Director in 1996 and was promoted to Deputy Chief
Executive in 1997, He assists the Chief Executive in the
overall management and control of the Group. Mr. Chan
possesses extensive knowledge and experience in the
banking industry. He is a Director of China Electronics
Corporation Holdings Company Limited, Chu Kong
Shipping Development Company Limited and Four Seas
Food Investment Holdings Limited. He is also a Member of
the MPF industry Schemes Committee.

Mr. Winston LO Yau-lai

SBS, BSc, MSc, Independent Non-executive Director,
Chairman of the Audit Committee and Member of the
Remuneration Committee

Mr. Lo, aged 64, was appointed a Director in 2000. He is
the Executive Chairman of Vitasoy International Holdings
Limited. Mr. Lo is a Member of the Nationa! Committee of
the Chinese People’s Political Consultative Conference and
a Member to the Court of the Hong Kong University of
Science and Technology. He is also the Vice President of
the Council of Cutward Bound Trust of Hong Kong. Mr. Lo
is a Director of The East Asiatic Company Ltd. A/S and Ping
Ping Investment Company Ltd.

Tan Sri Dr. KHOO Kay-peng
PSM, DPMJ, KMIN, JP, Hon. DLitt, Hon. LLD, Non-executive

Director

Tan Sri Dr. Khoo, aged 67, was appointed a Director in
2001. He is the Chairman and Chief Executive of The MUI
Group, which is a business corporation with diversified
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operations in the Asia Pacific, the United States of America
("USA") and the United Kingdem (“UK"). He is also the
Chairman of Laura Ashley Holdings plc, UK, Corus Hotels
plc, UK, Morning Star Resources Limited and a director of
SCMP Group Limited, Hong Kong. He is a board member
of Northwest University, Seattle, USA and serves as a
Council Member of the Malaysian-British Business Council,
the Malaysia-China Business Council and the Asia Business
Council. Previously, Tan Sri Dr. Khoo had served as the
Chairman of the Malaysian Tourist Development
Corporation (a Government Agency), the Vice Chairman
of Malayan Banking Berhad (Maybank), a trustee of the
National Welfare Foundation, Malaysia, and a trustee of
the Regent University, Virginia, U.S.A.

Wir. Thomas KWOK Ping-kwong

MS5c (Bus Adm), BSc (Eng), FCPA, JE Independent
Non-executive Director, Member of the Audit Committee
and the Remuneration Committee

Mr. Kwok, aged 54, was appointed a Director in 2001.
Mr. Kwok is the Vice Chairman and Managing Director of
Sun Hung Kai Properties Limited, Chairman of Route 3 (CPS)
Company Limited, Joint Chairman of IFC Development
Limited and an Executive Director of SUNeVision Holdings
Limited. He is Chairman of the Board of Directors of the
Faculty of Business and Economics of the University of Hong
Kong and Executive Vice President of The Real Estate
Developers Association of Hong Kong. He also serves as a
government appointed Member of the Exchange Fund
Advisory Committee, the Provisional Construction Industry
Co-ordination Board and the Council for Sustainable
Development. He is an Honorary Citizen of Guangzhou
and a Standing Committee Member of the Ninth Chinese
People's Political Consultative Conference Shanghal
Committee. Mr. Kwok holds a Master’s degree in Business
Administration from The London Business School, University
of London and a Bachelor’s degree in Civil Engineering from
Imperial College, University of London.
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Mr. Richard LU Tzar-kai

Non-executive Director

Mr. Li, aged 39, was appointed a Director in 2001, Mr. Li
is the Chairman of PCCW Limited, one of Asia’s leading
companies in Information and Communications
Technologies (ICT). He is also the Chairman and Chief
Executive of the Pacific Century Group, the Chairman of
Pacific Century Premium Developments Limited
and Singapore-based Pacific Century Regional
Developments Limited. He is a member of the Center for
Strategic and International Studies’ International
Councillors” Group in Washington, D.C. and a member of
the Global Information Infrastructure Commission. Mr. Li
is also a Council Member of the Hong Kong Polytechnic
University and the Chinese University of Hong Kong.

Mr. TAN Man-kou

FCPA, FCA, Independent Non-executive Director and
Member of the Audit Committee

Mr. Tan, aged 69, was appointed a Director in 2004. Mr. Tan
currently serves as a consultant to Deloitte Touche
Tohmatsu. He is a fellow of both the Hong Kong Institute
of Certified Public Accountants and the Institute of
Chartered Accountants in England and Wales. Mr. Tan,
who has over 30 years of public accounting experience,
was until 2002 a partner with Deloitte Touche Tohmatsu.
As partner, he was responsible for leading Deloitte’s
professional services in the areas of audit, tax, corporate
finance, insolvency and listings. He had client responsibilities
in China, Hong Kong, Europe and the United States.

Mr. Tan is a member of the Chinese People’s Political
Consultative Conference. He was a member of the
Selection Committee of the Hong Kong Special
Administrative Region. Mr. Tan is active in public service,
and has been a member, an honorary treasurer, and a
chairman of the Hong Kong Housing Society over the
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caurse of more than 20 years. He also served as a member
of the Airport Consultative Committee.

Mr. Tan is an Independent Non-executive Director of
Harbour Centre Development Limited.

Mr. Kenneth LO Chin-ming

MA, BA, Independent Non-Executive Director and Member
of the Audit Committee

Mr. Lo, aged 63, was appointed a Director in 2005, Mr. Lo
is the Chairman and Chief Executive Officer of the Industrial
Bank of Taiwan, the Chairman of IBT Management Corp.,
the Chairman of IBT Venture Co., the Chairman of Boston
Life Science Venture Corp., the Honourable Chairman of
the Chailease Group and the Chairman of Grand Pacific
Holding Corp. (USA). He is also the Director of Taiwan
Cement Corp. and the Director of Gainwell Securities Co.,
Ltd. (Hong Kong). Mr. Lo holds a B.A. in Economics from
National Taiwan University and an M.A. in Finance from the
University of Alabama. He has been with the banking and
finance industry for over 35 years and had abundant
experience in securities, trust, leasing, commercial banking,
investment banking and venture capital.‘He was the
President of Chinatrust Commercial Bank, the President of
Chailease Group, the Vice Chairman of China Trust Bank
(USA), the Managing Director of International Bank of Taipei,
and the Director of Hua Nan Commercial Bank.

In addition to his highly recognized professional
accomplishments, Mr. Lo is also active in public service. He
is the Executive Supervisor of the Chinese National
Association of Industry and Commerce, the Supervisor of
the ROC Bankers Association, the Director of Mount Jjade
Science & Technology Association of Taiwan, the Director of
US-Taiwan Business Council and a member of Dean’s
Advisory Council of the Sloan School of Business at the
Massachusetts Institute of Technology. He was the President
of Asian Leasing Association, the Charter Chairman of Taipei
Presidents” Organization, and the Director of the ROC
Bankers Association.

M. Eric LI Foolk-chuen
BscEE, MiscEE, MBA, FIM, Non-Executive Director

Mr. Li, aged 76, was appointed a Director in January 2006.
Mr. Liis currently the Chairman and Chief Executive Officer
of the Kowloon Dairy Limited. He holds a Bachelor of Science
Degree in Electrical Engineering from the University of
Arkansas, U.S.A., a Master of Science Degree in Electrical
Engineering from the University of Michigan, U.S.A., and a
Master Degree in Business Administration from the University
of California, U.S.A. He is also a Fellow of the Chartered
Management Institute. Mr. Li is a director of Joyce Boutique
Holdings Limited.

SENIOR MANAGEMENT

Mr. Samson LI Kai-cheong

FCCA, CPA, FCIS, FCS, HKSI, General Manager and Head of
Investment Banking Division

Mr. Li, aged 45, joined the Bank in 1987 as Chief Internal
Auditor. He was promoted to Assistant General Manager in
1992 and Deputy General Manager in 1995. Mr. Li has been
a General Manager of the Bank since 1897, He is currently
the Head of the investment Banking Division of the Bank.
He is an Alternate Director (non-executive) of China
Merchants China Direct Investment Limited.

Mr. Daniel WAN Yim-keung

BBA, MBA, FCCA, FCPA, CPM(HK), General Manager and
Head of Strategic Planning & Control Division, Group Chief
Financial Officer and Chief Compliance Officer

Mr. Wan, aged 47, joined the Bank in 1989 as Chief Internal
Auditor. He was promoted to Assistant General Manager in
1992 and Deputy General Manager in 1995. He was
appointed Group Chief Financial Officer in 1995. Mr. Wan
has been a General Manager of the Bank since 1997. He is
currently the Head of Strategic Planning & Control Division
of the Bank. He is a Part-time Member of the Central Policy
Unit and a Member of the Travel Industry Compensation
Fund Management Board.
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Board of Directors Exg Auditors 34
Dr. The Hon. Sir David LI Kwok-po ZBEBHEZT KPMG ERAGTHANSHI
Chairman & Chief Executive EEETRES Certified Public Accountants HESHET
Dr. LI Fook-wo ?ﬁﬂﬁi General Managers s
Mr. WONG Chung-hin* ERELE ] s@esE
Dr. LEE Shau-kee* S Mr. Samson LI Kai-cheong (jﬂ;ﬁ‘;‘ﬁ)
Dr. The Hon. Simon LI Fook-sean  Z/|EfET /(:/CCA’r CPA't ;CIS/'(.FCS'DH/.(.SI ) RRET
Dr. Allan WONG Chi-yun* E7MEL vestment sanking Livision
Mr. Aubrey LI Kwok-sing ZEERE Mr. Daniel WAN Yim-keung PEBERE
Mr. Joseph PANG Yuk-wing HEERE BBA, MBA, FCCA, FCPA, CPM(HK) (KB RFEE)
Executive Director & HITEH (Strategic Planning & Control Division)
Deputy Chief Executive FEF TR A )
Dr. William MONG Man-wai BREEL Mr. TONG Hon-shing ’féiﬁiﬁt_&
Mr. CHAN Kay-cheung B BSc, ACIB, AHKIB, FQ‘5,1 FCS BARITE)
Executive Director & HITEE (Personal Banking Division)
Deputy Chief Executive REITTBARE Mr. Adrian David LI Man-kiu ERELE
Mr. Winston LO Yau-lai* BRERLE MA (Cantab), MBA, LPC (L E2RTE)
Tan Sri Dr. KHOO Kay-peng FEEHEREL {Corporate Banking Division)
Mr. Thomas KWOK Ping-kwong*  EBET 4" .
Mr. Richard Li Tzar-kai TEREE Mr. Brian David LI Man-bun $E§f$
Mr. TAN Man-kou* RS SRSp A MA (Cantab), MBA, ACA N HEEEE)
Mr. Kenneth LO Chin-ming* ERERBA L (Wealth Management Division)
Mr. Eric LI Fook-chuen ZEERE Mr. Raymond YU Hok-keung SEwREE
* Independent Non-executive *BUFNITEE BBF (P E#EFET)
Directors (China D/V&SI‘OH)
Audit Committee ERZEE Mr. CHAN Shuen-yuk BB ESE
Mr. Winston LO Yau-lai Chairman BRBEXE TE BA (BExEE)
Mr. WONG Chung-hin EEme s (Operations Support Division)
Dr. Allan WONG Ch|-¥un E?@Tﬁi Share Listing BHLEH
Mr. Thomas KWOK Ping-kwong  SEI%E BEA R B ERAT
Mr. TAN Man-kou By Th: Stoc: ExchLe'mge Zf ERBEXAZMEBRLT
Mr. Kenneth LO Chin-ming RIREAELE ong Kong Limite
. Share Registr E
Company Secretary REHWE @ Registrar RHZER
Standard Registrars Limited BENHETCERAT
Ms. Molly HO Kam-lan FCI5, £G5S 258 Telephone : (852) 2980 1768 - (652) 2980 1768
Registered Office AT HE Facsimile : (852) 28671 1465 f%ﬁ (852) 2861 1465
10 Des Voeux Road Central EREBET 105 ADR Depositary Bank FEAEESFTERT
Hong Kong The Bank of New York The Bank of New York
Teleghone : (852) 3608 3608 B FE - (852) 3608 3608 Telephone : 1-212-815-3700 © 1-212-815-3700
Facsimile - (852) 3608 6000 85 : (852) 3608 6000 Toll free  : 1-888-269-2377 EEENEETE ¢ 1-888-269-2377
Website : www.hkbea.com A83E + www.hkbea.com Facsimile :1-212-571-3050 {EH : 1-212-571-3050
E-mail - info@hkbea.com EE : info@hkbea.com E-mail  :shareowners@bankofny.com E& : shareowners@bankofny.com
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o i 0 _ o Flushin o SRR
Gubei &t 20 Taipei At - .g , #/
o Xintiandi o ¥Rt _ R 26 British Virgin REREUHE
21 Kaohsiung i Islands
8 Hangzhou FUM
9 Xi'an E OVERSEAS &4 27 Birmingham HERE
10 Wuhan iz 22 British Columbia HEBIHRLT 28 London e
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11 Ch d .
engdu EE . Vancower Ciy o BHE SOUTHEAST ASIA @D
12 Chongqing BB 23 Ontario - 29 Kuala Lumpur B2
13 Fuzhou BN o Richmond Hill o ZWAXLL 30 Singapore ks
14 Xiamen &= o Markham o Bifm 31 Labuan Foles
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HONG KONG BRANCH NETWORK HED{THH&

1 Main Branch 8217

Hong Kong Branches && 51T

2 Aberdeen EHBT

3 BEA Harbour View RIGIRTT
Centre AERL

4 Bonham Road feEE

5  Caine Road Big

6  Causeway Bay e

7 Central RE

8  ChaiWan S

9 88 Des Voeux =R
Road West 885k

10 Happy Valley ipau)

11 Johnston Road ErFuE

12 Kennedy Town Centre B s

13 King's Road HEE
14 LeiTung Estate FE LR
15 North Point b5

16  Quarry Bay SRR

17 Queen's Road Central ZEFKEF

18  Queen’s Road East EEXRER
18 Revenue Tower BB AIE
20  SaiWanHo ki)
21 Shaukiwan BHE

$ 22 Sheung Wan k=S
23 SiuSaiWan ANy
24 Taikoo Shing REw
25 The University of BHEARB

Hong Kong
$ 26 United Centre R0
$ 27 Wanchai &t

Kowloon Branches fLEES 1T

28  Amoy Plaza VEPNEE
29  Castle Peak Road HilE
30  Cheung Sha Wan RpEE

Road

31
32
33
34

35
36
37
38
39
40
41
42

43
44
45
46

S 47
S 48

49
50
51
52

$ 53

54
55
56

57
58
59
60
61
62

Chuk Yuen Estate
Festival Walk
Hoi Yuen Road
Hong Kong
Baptist University
Houston Centre
Jordan
Kowloon City
Kwun Tong
Laguna City
Langham Place
Lok Fu Estate
Lower Wong Tai
Sin Estate
Ma Tau Wei Road
Mei Foo Sun Chuen
Metropolis
Millennium City 5
Mongkok
Mangkok North
Olympian City
One Peking
Pau Chung Street
Prince Edward
San Po Kong
Shamshuipo
Tai Hang Tung
The Hong Kong

HE G
X =3
FRE
EBRE
KE
FFEER A
EH
JUBER
wE
BAT A
REW
AN
T
FEEE
e
el
gl z WAEH
A
it &t
BiE
EERE-%
BELE
KF
EmE
FokE
AR
ERET

Polytechnic University A2

Tokwawan

Tsim Sha Tsui

Tsz Wan Shan
Waterloo Road
Whampoa Garden

Yaumatei

LI
280
BEL
eSS
FHILE
e

New Territories Branches H R % 1T

63

64
65
66
67
68
69
70
71
72
73
74
75
76
77
78

79
80
81
82

83

Chung Fu Shopping  ME®B
Centre

East Point City BER

Fanling ik}

Ha Kwai Chung T&EE

Lingnan University HEAE

Ma On Shan Plaza BRLES

Metro City Plaza AR O

Park Central BERF L

Shatin Plaza W B

Sheung Kwai Chung 275

Sheung Shui kK

Sun Chui Estate R

Tai Po P

Tai Po Plaza RIEES

Tai Wai ~E

The Hong Kong EAERE
Institute of Education ~ £3[%

Tsing Yi Garden EHIER

Tsuen Wan Y-

Tuen Mun Eolis!

Tuen Mun AT S
Town Plaza

Yuen Long TR

Qutlying Islands Branches BI& 517

84
85
86
87

Cheung Chau EiM
Fu Tung Estate BRD
Silvermine Bay HE
Tai 0 KB

With SupremeGold Centre
REBSBRHBG
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List of Branches (continued)

CHINA BRANCH NETWORK REI 2 T4 4%

Telephone B3

Beijing Branch

Shanghai Branch

Shanghai Puxi Sub-Branch
Shanghai Gubei Sub-Branch
Shanghai Xintiandi Sub-Branch
Dalian Branch

Xi'an Branch

Xiamen Branch

Guangzhou Branch
Guangzhou Huanshilu Sub-Branch
Shenzhen Branch

Shenzhen Luohu Sub-Branch
Shenzhen Nanshan Sub-Branch
Zhuhai Branch

Chengdu Branch

Chongging Branch

Hangzhou Branch

Tianjin Representative Office
Qingdao Representative Office
Fuzhou Representative Office
Wuhan Representative Office
Suzhou Representative Office
Dongguan Representative Office
Macau Branch

Taipei Branch

Kaohsiung Branch
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LEsT
AT
EEHIERTT
LEFRT
REDTT

BN IT
FYNATT
Y B ZT
RYIEILZ1T
wESIT
HES1T
BEESTT
RINSAT
RERRE
BEBRRE
BINREKE
RERRRE
FMARE
RREARE

(86 10) 6554 3101
(86 21) 6888 0333
{86 21) 6323 3518
(86 21)6208 3102
(86 21) 5382 7222
(86 411) 8265 2873
(86 29) 8720 1158
(86 592) 585 4986
(86 20) 8755 1892
(86 20) 8386 1228
(86 755) 8203 2782
{86 755) 8229 8786
(86 755) 8603 0903
(86 756) 889 6868
(86 28) 8620 2088
(86 23) 6388 6000
(86 571) 8721 5783
(86 22) 2332 1662
(86 532) 8287 7700
(86 591) 8780 9306
(86 27) 8376 8690
(86 512) 67630128
(86 769) 280 8186
(853) 370 662

(886 2) 2545 5638

(886 7) 225 2238
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OVERSEAS BRANCH NETWORK /M7 1T %

Telephone £5%

London Branch

Birmingham Branch

New York Branch

New York Wholesale Branch
Los Angeles Branch

The Bank of East Asia (U.S.A.) N.A.
o Canal Street Main Branch
o Alhambra Branch
o City of Industry Branch
o Temple City Branch
o Torrance Branch

o Flushing Loan Production Office

The Bank of East Asia (Canada)
e Richmond Hill Main Branch
e Markham Branch
e Mississauga Branch
o Scarborough Branch
e Richmond Branch, Vancouver
e Vancouver City Branch

Singapore Branch
Labuan Branch
The Bank of East Asia (BVI) Limited

Kuala Lumpur Representative Office

®BH 7

BBBHTT
B0HT
ENLRATT
BRA T
ZERTHIT

o BEHRI

° BEHHHHIHT
o TEHHT

° RETHT

o FERETHIT
o EHBETRER

MEARERT

o RUARILARTT
W7
[ipiEplivaxe]

o TEENTT

o SRATERDAN 1T

o BEEMAIT
IR 21T

=]

o

2R

W7
REHRT HEEXHE) ERAF
EREARE

(44 20) 7734 3434
(44 121) 326 3030
(1212) 238 8200
{1212) 238 8200
(1 626) 656 8818

(1212) 238 8208
(1212) 2388208
(1 626) 300 8888
(1 626) 965 3938
(1 626) 656 8888
(1 310) 802 7388
(1718) 886 9765

(1 905) 882 8182
(1905) 882 8182
(1905)940 2218
{1905) 890 2388
(1416) 298 6883
(1 604) 278 9668
(1 604) 709 9668
(65) 6224 1334

(60 87) 451 145
(1 284) 494 6775

(60 3) 2026 6210
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CORPORATE GOVERNANCE REPORT

Being the largest independent local bank in Hong Kong, the Bank is committed to maintaining the highest standard of corporate
governance practices. The Board considers such commitment essential in balancing the interests of shareholders, customers and
employees; and in upholding accountability and transparency.

The Bank has complied with all the code provisions set out in Appendix 14 Code on Corporate Governance Practices (the “Code”)
of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”) throughout the
accounting year ended 31st December, 2005, except for the deviations from Code Provisions A.2.1, A.4.1 and A.4.2 which are
explained in the following relevant paragraphs.

Corporate Governance Principles and BEA's Practices:

A.1 THE BOARD OF DIRECTORS

An issuer should be headed by an effective board which should assume responsibility for leadership and control of the issuer
and be collectively responsible for promoting the success of the issuer by directing and supervising the issuer’s affairs. Directors
should take decisions objectively in the interests of the issuer.

Board meetings are held at least 6 times a year at approximately bi-monthly intervals. In addition, special Board meetings will be
held when necessary. Such Board meetings involve the active participation, either in person or through other electronic means of
communication, of a majority of Directors.

Attendance of individual Directors at Board meetings in 2005;

Number of meetings 8

Executive Directors:
David LI Kwok-po (Chairman & Chief Executive) 8/8 100%
Joseph PANG Yuk-wing (Deputy Chief Executive) 8/8 100%
CHAN Kay-cheung (Deputy Chief Executive) 8/8 100%

Non-executive Directors:
Lt Fook-wo 8/8 100%
Simon L Fock-sean 6/8 75%
Aubrey LI Kwok-sing 8/8 100%
William MONG Man-wai 7/8 88%
KHOO Kay-peng 8/8 100%
Richard LI Tzar-kai 6/8 75%

Independent Non-executive Directors:
WONG Chung-hin 7/8 88%
LEE Shau-kee 6/8 75%
Winston LO Yau-lai 7/8 88%
Allan WONG Chi-yun 7/8 88%
Thomas Kwok Ping-kwong 6/8 75%
TAN Man-kou 8/8 100%
Kenneth LO Chin-ming (appointed on st May, 2005) 5/5 100%

Average attendance rate 91%

Directors are consulted to include matters in the agenda for regular Board meetings.

Dates of regular Board meetings are scheduled in the prior year to provide sufficient notice to give all Directors an opportunity to
attend. For special Board meetings, reasonable notice will be given.

Directors have access to the advice and services of the Company Secretary to ensure that Board procedures, and all applicable rules
and regulations, are followed.

Minutes of the Board, the Audit Committee, the Remuneration Committee and the Nomination Committee are kept by the Company
Secretary (prior to November 2005, the minutes of the Remuneration Committee and the Nomination Committee were kept by the
then secretary of these two Committees). Minutes of other Board Committees (as listed under D.2 Board Committees) are kept by
the appointed secretary of each Committee. Minutes are open for inspection at any reasonable time on reasonable notice by any
Director.
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Minutes of the Board and Board Committees have recorded in sufficient detail the matters considered by the Board and the
Commiittees, decisions reached, including any concerns raised by Directors or dissenting views expressed. Draft and final versions of
minutes of the Board are sent to all Directors for their comment and records respectively, in the case of Board meetings, normally
within 3 business days whilst in the case of the Audit Committee, the Remuneration Committee and the Nomination Committee,
niormally within one week, after the meetings are held.

The Bank has established the Policy on Obtaining Independent Professional Advice by Directors to enable the Directors, upon
reasonable request, to seek independent professional advice in appropriate circumstances, at the Bank's expense. The Board shall
resolve to provide separate independent professional advice to Directors to assist the relevant Director or Directors to discharge his/
their duties to the Bank Group.

If a substantial shareholder or a Director has a conflict of interest in a matter to be considered by the Board which the Board has
determined to be material, the matter shall not be dealt with by way of circulation or by a Committee (except an appropriate Board
Committee set up for that purpose pursuant to a resolution passed in a Board meeting) but a Board meeting shall be held.
independent Non-executive Directors who, and whose associates, have no material interest in the transaction shall be present at
such Board meeting.

A2 CHAIRMAN AND CHIEF EXECUTIVE OFFICER

There are two key aspects of the management of every issuer - the management of the board and the day-to-day management
of the issuer’s business. There should be a clear division of these responsibilities at the board level to ensure a balance of power
and authority, so that power is not concentrated in any one individual.

Code Provision A.2.1 stipulates that the roles of chairman and chief executive officer should be separate and should not be performed
by the same individual. ‘

Dr. The Hon. Sir David LI Kwok-po is the Chairman and Chief Executive of the Bank. The Board considers that this structure will not
impair the balance of power and authority between the Board and the Management of the Bank. The balance of power and
authority is ensured by the operations of the Board, which comprises experienced and high calibre individuals and meets regularly
every two months to discuss issues affecting operations of the Bank. The Board believes that this structure is conducive to strong
and consistent leadership, enabling the Bank to make and implement decisions promptly and efficiently. The Board has full confidence
in Sir David, and believes that his appointment to the posts of Chairman and Chief Executive is beneficial to the business prospects
of the Bank.

The Chairman shall ensure that all Directors are properly briefed on issues arising at Board meetings.

The Chairman is responsible for ensuring that Directors receive adequate information, which must be complete and reliable, in a
timely manner.

A.3 BOARD COMPOSITION

The board should have a balance of skills and experience appropriate for the requirements of the business of the issuer. The
board should ensure that changes to its composition can be managed without undue disruption. The board should include a
balanced composition of executive and non-executive directors (including independent non-executive directors) so that there is
a strong independent element on the board, which can effectively exercise independent judgement. Non-executive directors
should be of sufficient calibre and number for their views to carry weight.

The composition of the Board is shown on page 46 under the subject Corporate Information. All Directors are expressly identified
by categories of Executive Directors, Non-executive Directors and Independent Non-executive Directors, in all corporate communications
that disclose the names of Directors of the Bank.

Biographies which include relationships among members of the Board are shown on page 36 under the subject Biographical Details
of Directors and Senior Management.
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A4 APPOINTMENTS, RE-ELECTION AND REMOVAL OF DIRECTORS

There should be a formal, considered and transparent procedure for the appointment of new directors to the board. There
should be plans in place for orderly succession for appointments to the board. All directors should be subject to re-election at
regular intervals. An issuer must explain the reasons for the resignation or removal of any director.

Code Provision A.4.1 stipulates that non-executive directors should be appointed for a specific term, subject to re-election.

Code Provision A.4.2 stipulates that all directors appointed to fill a casual vacancy should be subject to election by shareholders at
the first general meeting after their appointment. Every director, including those appointed for a specific term, should be subject to
retirement by rotation at least once every three years.

Non-executive Directors of the Bank do not have a specific term of appointment. At every annual general meeting, one-third of the
Directors for the time being or, if their number is not a multiple of three, then the number nearest to but not exceeding one-third
shall retire from office.

A Director appointed by the Board to fill a casual vacancy or as an addition shall hold office until the next annual general meeting.

In order to ensure full compliance with Code Provisions A.4.1 and A.4.2, a special resolution will be proposed to amend the relevant
Articles of Association of the Bank at the Annual General Meeting to be held on 7th April, 2006, so that every Director appointed
by the Board during the year shall retire at the next general meeting. Every Director shall be subject to retirement at least once every
three years.

The Bank has established a Nomination Committee with specific written Terms of Reference which deal clearly with its authority and
duties. The Terms of Reference of the Nomination Committee have included the specific duties set out in paragraphs A.4.5 (a) to (d)
of the Code, with appropriate modifications where necessary.

The Nomination Committee is responsible for recommending to the Board all new appointments of Directors and senior executives
of the Bank, and for the review of management succession plan for Executive Directors and senior executives of the Bank.

A majority of the members of the Nomination Committee are Non-executive Directors. This Committee is chaired by Simon LI
FOOK-sean. The other members are David LI Kwok-po, LI Fook-wo, LEE Shau-kee, Allan WONG Chi-yun and Aubrey LI Kwok-sing.

Attendance of individual members at Nomination Committee meeting in 2005:

Number of meeting 1

Simon Lt Fook-sean (Chairman) 1/1 100%
David LI Kwok-pc 11 100%
LI Fook-wo 11 100%
LEE Shau-kee 11 100%
Allan WONG Chi-yun 11 100%
Aubrey LI Kwok-sing 11 100%
Average attendance rate 100%

A proposal for the appointment of a new Director will be considered and reviewed by the Nomination Committee. Candidates to be
selected and recommended are those experienced, high calibre individuals. All candidates must be able to meet the standards as set
forth in Rules 3.08 and 3.09 of the Listing Rules. In addition, they must be assessed by the Hong Kong Monetary Authority and able
to meet the standards of the Authority for being a director of an authorised institution. A candidate who is to be appointed as an
Independent Non-executive Director should also meet the independence criteria set out in Rule 3.13 of the Listing Rules.
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The Nomination Committee had considered the following proposals and made recommendation to the Board:
o Appointment of Kenneth LO Chin-ming as an Independent Non-executive Director,

o Appointment of Eric LI Faok-chuen as a Non-executive Director;

o Management Succession Policy;

o Management Succession Plan;

o Re-election of Kenneth LO Chin-ming, Eric LI Fook-chuen, WONG Chung-hin, LEE Shau-kee, Willam MONG Man-wai and CHAN
Kay-cheung as Directors of the Bank to be proposed for shareholders’ approval at the 2006 Annual General Meeting.

The Nomination Committee has also assessed the independence of the independent Non-executive Directors of the Bank.

The Chairman received HK$20,000 and each of the other members of the Nomination Committee received HK$10,000 as
remuneration for the year ended 31st December, 2005.

The Nomination Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the
authority delegated to it by the Board.

The Nomination Committee is provided with sufficient resources, including the advice of professional firms, to discharge its duties,
if necessary.

A.5 RESPONSIBILITIES OF DIRECTORS

Every director is required to keep abreast of his responsibilities as a director of an issuer and of the conduct, business activities
and development of that issuer. Given the essential unitary nature of the board, non-executive directors have the same duties
of care and skill and fiduciary duties as executive directors.

Every newly appointed Director of the Bank shall receive an Information Package from the Company Secretary on the first occasion
of his appointment. This Information Package is a comprehensive, formal and tailored induction on the responsibilities and on-
going obligations to be observed by a director. In addition, the Package includes materials on the operations and business of the
Bank. The Senior Management and the Company Secretary will subseguently conduct such briefing as is necessary, to ensure that
the Directors have a proper understanding of the operations and business of the Bank and that they are aware of their responsibilities
under the laws and applicable regulations.

The functions of Non-executive Directors, as per the Terms of Reference of the Board of Directors, have included the functions as
specified in Code Provision A.5.2 (g) to (d) of the Code.

Every Director is aware that he should give sufficient time and attention to the affairs of the Bank.
Directors have satisfactory attendance rates at both Board meetings and Committee meetings.

The Bank has established its own code of securities transactions by Directors and Chief Executive, i.e. Policy on insider Trading —
Directors and Chief Executive ("Own Code”) on terms no less exacting than the required standard set out in Appendix 10 - Model
Code for Securities Transactions by Directors of Listed Issuers (“Mode! Code"”), of the Listing Rules.

Having made specific enquiry of all Directors of the Bank, during the year ended 31st December, 2005, Directors of the Bank have
complied with the required standard set out in the Own Code and the Model Code.

The Bank has also established a Policy on Insider Trading — Group Personnel to be observed by the employees of the Bank or
directors or employees of the Bank's subsidiaries, in respect of their dealings in the securities of the Bank.
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A6 SUPPLY OF AND ACCESS TO INFORMATION

Directcrs should be provided in a timely manner with appropriate information in such form and of such guality as will enable
them to make an informed decision and to discharge their duties and responsibilities as directors of an issuer.

In respect of regular Board meetings, and so far as practicable in all other cases, an agenda and accompanying Board papers are
sent in full to all Directors in a timely manner and at least 5 days before the intended date of a Board meeting or at least 3 days
before the intended date of a Board Committee meeting.

Management are regularly reminded by the Company Secretary that they have an obligation to supply the Board and its Committees
with adequate information in a timely manner to enable it to make informed decisions. The information supplied must be complete
and reliable. The Board and each Director shall have separate and independent access to the Bank’s Senior Management.

All Directors are entitled to have access to Board papers, minutes and related materials.

B.1 THE LEVEL AND MAKE-UP OF REMUNERATION AND DISCLOSURE

An issuer should disclose information relating to its directors’ remuneration policy and other remuneration related matters.
There should be a formal and transparent procedure for setting policy on executive directors’ remuneration and for fixing the
remuneration packages for all directors. Levels of remuneration should be sufficient to attract and retain the directors needed
to run the company successfully, but companies should avoid paying more than is necessary for this purpose. No director
should be involved in deciding his own remuneration.

The Bank has established a Remuneration Committee with specific written Terms of Reference which deal clearly with its authority
and duties. The Terms of Reference of the Remuneration Committee have included the specific duties set out in Code Provision
B.1.3 (a) to (f) of the Code, with appropriate modifications where necessary.

The Remuneration Committee is responsible for making recommendations to the Board regarding the Bank’s remuneration policy,
and for the formulation and review of the specific remuneration packages of all Executive Directors and senior executives of the
Bank.

A majority of the members of the Remuneration Committee are Independent Non-executive Directors. This Committee is chaired by
Allan WONG Chi-yun. The other members are Simon LI Fook-sean, Aubrey LI Kwaok-sing, Winston LO Yau-lai and Thomas KWOK
Ping-kwong.

Attendance of individual members at Remuneration Committee meeting in 2005:

Number of meeting 1

Allan WONG Chi-yun (Chairman) 1”71 100%
Simon LI Fook-sean 171 100%
Aubrey LI Kwok-sing " 100%
Winston LO Yau-lai on 0
Thomas KWOK Ping-kwong 01 0
Average attendance rate 60%

The Remuneration Committee had considered the following proposals and made recommendation to the Board:
o Annual salary review for 2005 for all staff;

o Offer and grant of share options under the Bank's Staff Share Option Scheme to eligible employees including the three Executive
Directors;

o Senior Executives Bonus Plan.

The Remuneration Committee shall consult the Chairman and Chief Executive Officer about their proposals relating to the remuneration
of other Executive Directors and have access to professional advice if necessary.
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The Chairman received HK$20,000 and each of the other members of the Remuneration Committee received HK$10,000 as
remuneration for the year ended 31st December, 2005.

The Remuneration Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the
authority delegated to it by the Board.

The Remuneration Committee is provided with sufficient resources, including the advice of professional firms, to discharge its
duties, if necessary.

C.1 FINANCIAL REPORTING

The board should present a balanced, clear and comprehensible assessment of the company’s performance, position and
prospects.

Management shall provide such explanation and information to the Board as will enable the Board to make an informed assessment
of the financial and other information put before the Board for approval.

The Directors are responsible for keeping proper accounting records and preparing accounts of each financial period, which give a

true and fair view of the state of affairs of the Group and of the results and cash flow for that period. In preparing the accounts for

the year ended 31st December, 2005, the Directors have:

* approved the adoption of all applicable Hong Kong Financial Reporting Standards which are issued by the Hong Kong Institute of
Certified Public Accountants;

» selected and applied consistently appropriate accounting policies;

* made judgements and estimates that are prudent and reasonable;

* prepared the accounts on the going concern hasis.

The Bank has announced its annual and interim results within two months after the end of the relevant periods, which is earlier than
the limits of four months and three months as required by Rule 13.438(1) and (6) of the Listing Rules.

A statement by the auditors about their reporting responsibilities is included in the Report of the Auditors on page 88.

The Board will present a balanced, clear and understandable assessment to annual and interim reports, other price-sensitive
announcements and other financial disclosures required under the Listing Rules, and reports to regulators as well as to information
required to be disclosed pursuant to statutory requirements.

C.2 INTERNAL CONTROLS

The board should ensure that the issuer maintains sound and effective internal controls to safeguard the sharehclders’ investment
and the issuer’s assets.

The Board is responsible for the Group’s system of internal controls and for reviewing its effectiveness through the Audit Committee.
The Board requires management to establish and maintain sound and effective internal controls. Evaluation of the Group’s internal
controls is independently conducted by the Internal Audit Department on an on-going basis. Such evaluation covers all material
controls, including financial, operational and compliance controls and risk management functions. internal Audit Department will
report to the Audit Committee twice each year on significant findings on internal controls. Copy of the minutes of the Audit
Committee meeting will also be sent to the Board for information.
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C.3 AUDIT COMMITTEE

The board should establish formal and transparent arrangements for considering how it will apply the financial reporting and
internal control principles and for maintaining an appropriate relationship with the company’s auditors. The audit committee
established by an issuer pursuant to the Exchange Listing Rules should have clear terms of reference.

The Bank has established an Audit Committee with specific written Terms of Reference which deal clearly with its authority and
duties. The Terms of Reference of the Audit Committee have included the duties set out in Code Provision C.3.3 (a) to (n) of the
Code, with appropriate modifications where necessary.

As laid down in the Terms of Reference, the Audit Committee is responsible for reviewing the financial controls, internal control and
risk management systems, annual report and accounts, and half-year report.

All the members of the Audit Committee are Independent Non-executive Directors. This Committee is chaired by Winston LO Yau-
lai. The other members are WONG Chung-hin, Allan WONG Chi-yun, Thomas KWOK Ping-kwong, TAN Man-kou and Kenneth LO

Chin-ming.

Attendance of individual members at Audit Committee meetings in 2005:

Number of meetings 3

Winston LO Yau-lai (Chairman) 3/3 100%
WONG Chung-hin 313 100%
Allan WONG Chi-yun 3/3 100%
Thomas KWOK Ping-kwong 2/3 67%
TAN Man-kou 2/3 67%
Kenneth LO Chin-ming (appointed on 1% May, 2005) 1/2 50%
Average attendance rate 81%

The following is a summary of the work performed by the Audit Committee during the year:
a Met with the external auditors to discuss the general scope of their audit work;

b Met with the Hong Kong Monetary Authority to exchange view in the areas of (i) risk management and internal controls and (ii)
internal audit and compliance functions;

Reviewed external auditor’s management letter and management’s response;

a0

Considered and recommended to the Board adoption of new accounting standards,

]

Reviewed and revised its Terms of Reference to conform to the Code;

f  Considered and recommended to the Board adoption of the Policy on Appointment of External Auditor in Providing Non-audit
Services;

Reviewed and approved the appointment of external auditors for providing non-audit services to the Group;
Reviewed and recommended to the Board approval of the audit fee proposal for the Group for 2005;
i Recommended to the Board that the shareholders be asked to re-appoint KPMG as the Bank’s external auditors for 2005;
j  Reviewed and approved the Group internal audit policy and internal audit plan for 20086;
k Reviewed the internal audit reports covering the evaluation of internal controls;
| Reviewed the Auditors’ Report regarding the internal control systems for the year 2004 prepared under the Banking Ordinance;
m Reviewed the audited accounts and final results announcement for the year 2004;

n Reviewed the interim Report and the interim results announcement for the six months ended 30th June 2005.

Allissues raised by the Committee have been addressed by Management. The work and findings of the Committee have been
reported to the Board. During the year, no issues brought to the attention of Management and the Board were of sufficient
importance to require disclosure in the Annual Report.
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Corporate Governance Report {continued)

The Board agrees with the Audit Committee’s proposal for the re-appointment of KPMG as the Bank's external auditor for 2006.
The recommendation will be put forward for the approval of shareholders at the Annual General Meeting to be held on 7th April,
2006.

Full minutes of Audit Committee meetings are kept by the Company Secretary. Draft and final versions of minutes of the Audit
Committee meetings will be sent to all members of the Committee for their comment and records respectively, in both cases
normally within one week after the meeting.

The Bank's Audit Committee does not have a former partner of the Bank’s existing auditing firm.

The Bank has established the Policy on Appointment of External Auditor in Providing Non-Audit Services, setting out the principles
by which an external auditor may be appointed to provide non-audit services, with a view to ensuring the independence of the
external auditor.

During 2005, the fees paid / payable to KPMG, the Bank's external auditor, for providing non-audit services amounted to HK$4.1
million, which included the following items:

o Taxation services; HK$2.7 million;

o Ad hoc projects (including service relating to issuance of subordinated debt and review of interim accounts): HK$0.9 million;
o Services made at the request of regulators: HK$0.4 million;

o Other services: HK30.1 million.

The Chairman received HK$20,000 and each of the other members of the Audit Committee received HK$10,000 as remuneration
for the year ended 31st December, 2005.

The Audit Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the authority
delegated to it by the Board.

The Audit Committee is provided with sufficient resources, including the advice of external auditors and Internal Audit Department,
to discharge its duties.

D.1 MANAGEMENT FUNCTIONS

An issuer should have a formal schedule of matters specifically reserved to the board for its decision. The board should give
clear directions to management as to the matters that must be approved by the board before decisions are made on behalf of
the issuer.

The Board is responsible for formulating overall strategy, monitoring and controlling the performance of the Group whilst managing
the Group’s business is the responsibility of the Management.

When the Board delegates aspects of its management and administration functions to Management, it has given clear directions as
to the powers of Management, in particular, with respect to the circumstances where Management shall report back and obtain
prior approval from the Board before making decisions or entering into any commitments on behalf of the Bank.

The Bank has established the Schedule of Matters Reserved to the Board for Decision to formalise the functions reserved to the
Board and those delegated to Management. The Board shall review those arrangements on a periodic basis to ensure that they
remain appropriate to the needs of the Bank.

Matters reserved to be approved by the Board include:

o Appointment of directors and senior executives;

o Business plans of the Bank;

o Proposal for selection of external auditors;

o Financial statements and budgets;

o Substantial investments in assets other than those arising in the ordinary course of banking businesses;
Establishment of China or overseas branches or establishment or acquisition of subsidiaries or associates;
Formation of policies and codes as required by regulators;

o Formation of board committees.

o

o
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D.2 BOARD COMMITTEES

Board committees should be formed with specific written terms of reference which deal clearly with the committees’ authority
and duties.

Where Board Committees are established to deal with matters, the Board shall prescribe sufficiently clear terms of reference to
enable such Committees to discharge their functions properly.

Apart from the Audit Committee (particulars are disclosed under C.3), Remuneration Committee (particulars are disclosed under
B.1) and the Nomination Committee {particulars are disclosed under A.4), the Board has also established the following 10 specialised
committees which comprise Directors and where appropriate, other senior executives from relevant areas:

1 Sealing Committee, which is responsible for directing the usage and custody of the Bank’s common seal;

2 Executive Committee, which is responsible for reviewing all major functions and critical issues relating to the businesses and
operations of the Group;

3 Policy Committee, which is responsible for discussing and formulating various strategies and policies for managing businesses
and operations of the Group;

4 Risk Management Committee, which is responsible for dealing with all risk management related issues of the Group;

5 Credit Committee, which is responsible for carrying out lending related activities and in particular, monitoring the lending
portfolio for managing the overall credit risk of the Group;

6 Operational and Other Risk Management Committee, which is responsible for dealing with all issues related to the management
of operational, legal, reputation and strategic risks of the Group;

7 Asset and Liability Management Committee, which is responsible for overseeing the management of liquidity risk, interest rate
risk, market risk and country risk of the Group;

8 Crisis Management Committee, which is responsible for developing and reviewing the Group’s strategy for managing crisis
scenarios and taking charge of crisis situations which jeopardise or have the potential to jeopardise the Group in its reputation,
liguidity/financial position and business continuity;

9 Investment Committee, which is responsible for formulating investment strategies and making daily investment decisions on
the overall investment portfolio of the Group;

10 Steering Committee for the Basel Project, which is responsible for dealing with all issues related to the implementation of the
New Basel Capital Accord for the Group.

The Terms of Reference of the Audit Committee, the Remuneration Commiittee and the Nomination Committee require such
Committees to report back to the Board on their decisions or recommendations. Material matters will be reported to the Board by
the other Board committees according to their respective Terms of Reference.

E.1 EFFECTIVE COMMUNICATION

The board should endeavour to maintain an on-going dialogue with shareholders and in particular, use annual general meetings
or other general meetings to communicate with shareholders and encourage their participation.

At the 2005 Annual General Meeting, a separate resolution was proposed by the Chairman in respect of each separate issue,
including the re-election of Directors,

The Chairman of the Board, the chairmen of the Audit, Remuneration and Nomination Committees attended the 2005 Annual
General Meeting to answer guestions of shareholders.

E.2 VOTING BY POLL

The issuer should regularly inform shareholders of the procedure for voting by poll and ensure compliance with the requirements
about voting by poll contained in the Exchange Listing Rules and the constitutional documents of the issuer,

At the 2005 Annual General Meeting, the Chairman demanded a poll on ali resolutions. The procedures for demanding a poll by
the shareholders were incarporated in the Annual General Meeting circular. KPMG, the Bank’s external auditor, was engaged as
scrutineer to ensure the votes were properly counted.
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At BEA, we constantly seek ways to
provide greater meaning to the
customer experience. We make it our
business to provide increasingly
greater value through the delivery of
top quality products and services. In
our commitment to quality, we strive
to exceed the expectations of every .
customer.
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The Directors have pleasure in presenting their annual report
together with the audited accounts for the year ended 31st
December, 2005.

PRINCIPAL PLACE OF BUSINESS

The Bank of East Asia, Limited (the “Bank”) is a licensed bank
incorporated and domiciled in Hong Kong and has its registered
office and principal place of business at 10 Des Voeux Road
Central, Hong Kong.

PRINCIPAL ACTIVITIES

The Bank and its subsidiaries (the “Group”) are engaged in the
provision of banking and related financial services, and business,
corporate and investor services.

FINANCIAL STATEMENTS

The profit attributable to equity holders of the Group for the
year ended 31st December, 2005 and the state of the Bank's
and the Group's afiairs as at that date are set out in the accounts
on pages 90 to 209.

TRANSFER TO RESERVES

Profit attributable to equity holders of the Group, before
dividends, of HK$2,748,725,000 (2004 (restated):
HK$2,347,709,000) have been transferred to reserves. Other
movements in reserves are set out in Note 38 on the accounts.

An interim dividend of HK$0.33 per share (2004: HK$0.28 per
share) was paid on 16th September, 2005. The Directors now
recommend the payment of a final dividend of HK$0.93 per
share (2004: HK$0.80 per share) in respect of the financial year
ended 31st December, 2005.

MAJOR CUSTOMERS

The Directors believe that the five largest customers of the Group
accounted for less than 30% of the total of interest income
and other operating income of the Group for the year.

DONATIONS

Donations made by the Group during the year for charitable
and community purposes amounted to approximately
HK$8,436,000 (2004: HK$2,043,000).

FIXED ASSETS

Details of the movements in fixed assets are set out in Note 31
on the accounts.

SHARE CAPITAL

During the year, a sum of HK$34,334,000 standing to the credit
of the share premium account was capitalised and applied in
paying up in full at par 13,733,320 shares of HK$2.50 each
that were allotted and issued to shareholders who had elected
to receive new shares in lieu of the 2004 final dividend and the
2005 interim dividend.

During the year, 4,498,000 shares of HK$2.50 each were issued
for cash of HK$70,638,000 on the exercise of options granted
under the approved Staff Share Option Schemes.

SUBORDINATED NOTES DUE 2015

The Bank issued 5.625% subordinated notes qualifying as tier
2 capital with the principal amount of US$550,000,000 on 13th
December, 2005. The notes will mature on 13th December,
2015. The net proceeds from the issue of the notes were
US$547,608,500, after deducting the cost of issue. The net
proceeds from the sale of the notes will be used for the general
funding purposes of the Group.

DEALINGS IN LISTED SECURITIES OF THE BANK

There was no purchase, sale or redemption by the Bank, or any
of its subsidiaries, of listed securities of the Bank during the
year ended 31st December, 2005.

DIRECTORS

The present Directors of the Bank are shown on page 46.

Kenneth LO Chin-ming was appointed an Independent
Non-executive Director of the Bank on 1st May, 2005. Mr. Lo
offers himself for re-election at the Annual General Meeting to
be held on 7th April, 2006 (*2006 AGM").

Eric Ll Fook-chuen was appointed a Non-executive Director of
the Bank on 25th January, 2006. Mr. Li offers himself for re-
election at the 2006 AGM.

All Directors, including Non-executive Directors, are subject to
retirement by rotation and re-election at the annual general
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Report of the Directors (continued)

meeting. Accordingly, WONG Chung-hin, LEE Shau-kee, Simon
L! Fook-sean, William MONG Man-wai and CHAN Kay-cheung
will retire. With the exception of Simon LI Fook-sean who does
not seek re-appointment, all the other retiring Directors offer
themselves for re-election at the 2006 AGM.

No Director proposed for re-election at the 2006 AGM has an
unexpired service contract that is not determinable by the Bank
or any of its subsidiaries within one year without payment of
compensation, other than normal statutory obligations.

David LI Kwok-po is employed as the Chief Executive of the
Bank, whose service contract is on a five-year term commencing
1st April, 2004.

No contracts of significance to which the Bank or any of its
subsidiaries was a party and in which a Director of the Bank
had a material interest subsisted at the end of the year or at
any time during the year.

None of the Directors of the Bank is interested in any business
apart from the Bank’s business that competes or is likely to
compete, either directly or indirectly, with the Bank’s business.

At no time during the year was the Bank or any of its subsidiaries
a party to any arrangement to enable the Directors or Chief
Executive of the Bank or their spouses or children under 18
years of age to acquire benefits by means of the acquisition of
shares in or debentures of the Bank or any other body corporate
with the exception of the Staff Share Option Schemes, details
of which are set out in the following section under the heading
“Information on Share Options”, and Notes 2{g)(iv) and 36 on
the accounts.

The Bank has received independence confirmation from the
Independent Non-executive Directors, namely: WONG Chung-
hin, LEE Shau-kee, Allan WONG Chi-yun, Winston LO Yau-lai,
Thomas KWOK Ping-kwong, TAN Man-kou and Kenneth LO
Chin-ming, and considers them to be independent.

The Chairman received HK$200,000 and each of the other
Directors, including the Independent Non-executive Directors,
received HK$100,000, as directors’ fees for the year ended 31st
December, 2005.

The fee to the Director who was appointed during the year was
paid in accordance with his length of service.
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CONNECTED TRANSACTION

On 8th April, 2005, the Bank entered into an Agreement for
Sale and Purchase (the “Agreement for Sale and Purchase”)
with Garudia Limited and Lunalite Company Limited (the
“Sellers”), both indirect wholly-owned subsidiaries of Sun Hung
Kai Properties Limited (“SHKP"), in respect of the purchase by
the Bank of a Ground Floor Shop (the “Property”) on the Ground
Floor of "Millennium City 5" in Kwun Tong pursuant to the
terms under an Agreement for Sale and Purchase dated 9th
August, 2002 (the "Main Agreement”) between the Sellers as
sellers and the Bank as purchaser in respect of certain properties
comprised in Millennium City 5.

The total area of the Property is 3,254 sq. ft., comprising of
1,994 sq. ft. floor area on the Ground Floor and 1,260 sq. ft.
floor area of the room above it. The consideration of
HK$50,508,900 was arrived at after arm’s length negotiation
between the Bank and the Sellers based on zn average of the
open market value as at 4th June, 2004 of the Property of two
independent valuation reports, less 10% discount pursuant to
the terms of the Main Agreement. The Agreement for Sale and
Purchase included a right of first refusal in favour of the Sellers
to purchase the Property on terms and in manner specified in
the Main Agreement.

Thomas KWOK Ping-kwong, an Independent Non-executive
Director of the Bank, is also an executive director of SHKP.
Mr. Kwok, together with his family interests taken together, is
directly or indirectly interested in 30% or more of the voting
power at general meetings of SHKP and therefore the
transaction constitutes a connected transaction for the Bank.
For details, please refer to the announcement dated 8th April,
2005 issued by the Bank.

CORPORATE GOVERNANCE

The Bank is committed to maintaining the highest standard of
corporate governance practices. Information on the corporate
governance practices adopted by the Bank is set out in the
Corporate Governance Report on page 52 to page 69.
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DIRECTORS” AND CHIEF EXECUTIVE'S INTERESTS
As at 31st December, 2005, the interests and short positions of the Directors and Chief Executive of the Bank in the shares,
underlying shares and debentures of the Bank and its associated corparations as recorded in the Register required to be kept under
section 352 of the Securities and Futures Ordinance (the “SFO") were as follows:

I. Long positions in shares of the Bank

% of issued

Name Capacity and nature No. of shares Total  share capital
David LI Kwok-po Beneficial owner 26,709,794

Interest of spouse 665,719 27,375,513" 1.81
LI Fook-wo Beneficial owner 1,235,804

Founder of discretionary trust 30,955,378 32,191,182? 213
WONG Chung-hin Beneficial owner 46,810

Interest of spouse 344,131 390,9413 0.03
LEE Shau-kee Beneficial owner 647,985

Interest of corporation 1,000,000 1,647,985¢4 0.11
Simon LI Fook-sean Beneficial owner 900,223

Interest of spouse 3,198,200

Founder of discretionary trust 12,171,197 16,269,620% 1.08
Allan WONG Chi-yun Interest of spouse 124

Founder of discretionary trust 10,482,301 10,483,025° 0.69
Aubrey LI Kwok-sing Beneficial owner 23,391

Interest of spouse 15,137

Beneficiary of discretionary trust 30,955,378 30,993,9067 2.05
Joseph PANG Yuk-wing Beneficial owner 480,000 480,000 0.03
William MONG Man-wai Beneficial owner 848,157

Interest of corporation 5,242,661 6,090,818¢ 0.40
CHAN Kay-cheung Beneficial owner 478,800 478,800 0.03
Winston LO Yau-lai - - Nil Nil
KHOO Kay-peng Interest of corporation 1,000,000 1,000,000° 0.07
Thomas KWOK Ping-kwong - - Nil Nil
Richard Ul Tzar-kai - - Nil Nil
TAN Man-kou - - Nil Nil
Kenneth LO Chin-ming - - Nil Nil
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Report of the Directors (continued)

Notes:

1 David LI Kwok-po was the beneficial owner of 26,709,794 shares and he was deemed to be interested in 665,719 shares through
the interests of his spouse, Penny POON Kam-chui.

2 LI Fook-wo was the beneficial owner of 1,235,804 shares. The remaining 30,955,378 shares were held by The Fook Wo Trust, of
which LI Fook-wo was the founder, but he had no influence on how the trustee exercises his discretion. The disclosure of these
30,955,378 shares was made on a voluntary basis. Aubrey LI Kwok-sing was also interested in this same block of 30,955,378 shares
as one of the discretionary beneficiaries of the trust (please refer to note 7 below).

3 WONG Chung-hin was the beneficial owner of 46,810 shares and he was deemed to be interested in 344,131 shares through the
interests of his spouse, LAM Mei-fin.

4 LEE Shau-kee was the beneficial owner of 647,985 shares.

LEE Shau-kee was deemed to be interested in 1,000,000 shares held through Superfun Enterprises Limited ("Superfun®). Superfun
was wholly owned by The Hong Kong and China Gas Company Limited which was 37.62% held by Henderson Investment Limfted
which in turn was 73.48% held by Kingslee S.A., a wholly-owned subsidiary of Henderson Land Development Company Limited
("Henderson Land").

Henderson Land was 61.87% held by Henderson Development Limited ("Henderson Development"). Hopkins (Cayman) Limited
("Hopkins“) as trustee of a unit trust (the “Unit Trust®) owned all the issued ordinary shares of Henderson Development. Rimmer
(Cayman) Limited ("Rimmer") and Riddick (Cayman) Limited ("Riddick"), as trustees of respective discretionary trusts, held units in
the Unit Trust. The entire issued share capital of Hopkins, Rimmer and Riddick were owned by LEE Shau-kee.

5 Simon U Fook-sean was the beneficial owner of 900,223 shares and he was deemed to be interested in 3,198,200 shares through
the interests of his spouse, YANG Yen-ying. The remaining 12,171,197 shares were held by two discretionary trusts, Settlement of
Dr. Simon FS. Li and The Longevity Trust, of which Simon LI Fook-sean was the founder, but he had no influence on how the trustee
exercises his discretion. The disclosure of these 12,171,197 shares was made on a voluntary basis.

6 Allan WONG Chi-yun was deemed to be interested in 124 shares through the interests of his spouse, Margaret KWOK Chi-wai. He
was also deemed to be interested in 10,482,901 shares held by a discretionary trust, The Wong Chung Man 1584 Trust, of which
Allan WONG Chi-yun was a founder.

7 Aubrey LI Kwok-sing was the beneficial owner of 23,391 shares and he was deemed to be interested in 15,137 shares through the
interests of his spouse, Elizabeth WOO. The remaining 30,955,378 shares were held by The Fook Wo Trust, a discretionary trust in
which Aubrey LI Kwok-sing was one of the discretionary beneficiaries. LI Fook-wo had also made disclosure in respect of the same
block of 30,855,378 shares as founder of the discretionary trust (please refer to note 2 above).

8  William MONG Man-wai was the beneficial owner of 848,157 shares. Of the remaining 5,242,661 shares, (i) 4,502,798 shares
were held through Shun Hing Electronic Trading Co. Ltd., (ij) 668,323 shares were held through Shun Hing Technology Co. Ltd., and
(i) 71,540 shares were held through Shun Hing Advertising Co. Ltd. Such corporations are accustomed to act in accordance with
the directicns or instructions of William MONG Man-wai who is the Chairman of these corporations.

9 KHOO Kay-peng was deemed to be interested in 1,000,000 shares which were held through Bonham industries Limited, a company
in which he held 99.9% of the issued capital.

il. Long positions in (in respect of equity derivatives) underlying shares of the Bank

Shares options, being unlisted physically settled equity derivatives, to subscribe for the ordinary shares of the Bank were granted
to David LI Kwok-po, Joseph PANG Yuk-wing and CHAN Kay-cheung pursuant to the approved Staff Share Option Schemes.
[nformation in relation to these share options during the year ended 31st December, 2005 was shown in the following section
under the heading “Information on Share Options”.

. Interests in debentures of the associated corporation of the Bank

Name Issuer Capacity and nature Amount of debentures Total
Simon LI Fook-sean  East Asia Financial Beneficial owner US$1,000,000
Holding (BVI) Limited Founder of discretionary trust JS$1,000,000 US$2,000,000

Note: Simon LI Fook-sean was the beneficial owner of the debentures of East Asia Financial Holding (BVI} Limited (“EAFH (BV))") in the
amount of US$1,000,000 and he was deemed to be interested in the debentures of EAFH (BVI) in the amount of US$1,000,000
held by & discretionary trust, Settlement of Or. Simon FS. Li, of which Simon LI Fook-sean was the founder, but he had no
influence on how the trustee exercises his discretion. The disclosure of the US$1,000,000 debentures held by the discretionary
trust was made on a voluntary basis.
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Apart from the interests disclosed above, notifications were received from Richard LI Tzar-kai in respect of the following interests in
the debentures of the Bank as at 31st December, 2005, arising through a discretionary investment company, PCl investment
Management Limited, being a controlled corporation of two discretionary trusts, The Ocean Trust and The Starlite Trust, of which
Richard LI Tzar-kai was the founder:

Name Capacity and nature Amount of debentures
Richard Ll Tzar-kai Founder of discretionary trust Us$4,000,000
Richard Ui Tzar-kai Founder of discretionary trust HK$50,000,000

Save as disclosed above, no other interest or short position in the shares, underlying shares or debentures of the Bank or any of its
association corporations were recorded in the Register,

INFORMATION ON SHARE OPTIONS

Information in relation to share options disclosed in accordance with the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”) was as follows:

(1) Movement of share options during the year ended 31st December, 2005:

Number of Share Options

Date of Qutstanding Outstanding

Name Grant® at 1/1/2005 Granted Exercised Lapsed at 31/12/2005

David LI Kwok-po 20/4/2000 145,000 ~ 145,000¢ - Nif

19/4/2001 850,000 ~ - - 850,000

18/4/2002 850,000 - - - 850,000

02/5/2003 1,000,000 ~ - - 1,000,000

22/4/2004 1,000,000 ~ - - 1,000,000

03/5/2005 - 1,000,000° - - 1,000,000

Joseph PANG Yuk-wing 20/4/2000 130,000 - 130,000¢ - Nil

19/4/2001 400,000 - - - 400,000

18/4/2002 400,000 - - - 400,000

02/5/2003 500,000 - - - 500,000

22/4/2004 500,000 - - - 500,000

03/5/2005 - 500,000° - - 500,000

CHAN Kay-cheung 20/4/2000 130,000 - 130,000¢ - Nil

19/4/2001 400,000 - - - 400,000

18/4/2002 400,000 - - - 400,000

02/5/2003 500,000 - - - 500,000

22/4/2004 500,000 - - - 500,000

03/5/2005 - 500,000° - - 500,000

Aggregate of other 20/4/2000 1,075,000 - 1,048,000¢ 27,000 Nil

Employees* 19/4/2001 535,000 - 170,000¢ - 365,000

18/4/2002 1,145,000 - 510,000¢ - 635,000

02/5/2003 6,570,000 - 2,300,000¢ - 4,270,000

22/4/2004 13,045,000 - 65,000¢ 630,000 12,350,000

03/5/2005 - 14,410,000° - 420,000 13,990,000

*  Employees working under employment contracts that were regarded as “Continuous Contracts” for the purpose of the Hong Kong

Employment Ordinance.
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(2) No share options were cancelled during the year ended 31st December, 2005.

(3) The accounting policy adopted for share options is set cut in Note 2(g)iv) on the accounts.

Notes:

a Particulars of share options:

Date of Grant

Vesting Period

Exercise Period

Exercise Price
Per Share
HK$

20/4/2000
19/4/2001
18/4/2002
02/5/2003
22/4/2004
03/5/2005

20/4/2000 - 19/4/2001
19/4/2001 - 18/4/2002
18/4/2002 - 17/4/2003
02/5/2003 - 01/5/2004
22/4/2004 - 21/4/2005
03/5/2005 ~ 02/5/2006

20/4/2001 - 20/4/2005
19/4/2002 - 19/4/2006
18/4/2003 - 18/4/2007
02/5/2004 - 02/5/2008
22/4/2005 — 22/4/2009
03/5/2006 - 03/5/2010

16.46
16.96
15.80
14.90
23.23
22.95

b (i) The closing price of the shares of the Bank immediately before 3rd May, 2005 on which the options were granted was HK$22.85.

(i) The fair value of share opticns granted during the year ended 31st December, 2005 is set out in Note 36 on the accounts.

¢ Annual weighted average ("AWA") closing price of the shares of the Bank immediately before the date on which the Options were
exercised during the year ended 31st December, 2005:

Exercise Price

No. of Options Per Share AWA Closing Price
Date of Grant Exercised HKS HK$
20/4/2000 1,453,000 16.46 2323
19/4/2001 170,000 16.96 23.73
18/4/2002 510,000 15.80 23.42
02/5/2003 2,300,000 14.90 23.32
22/4/2004 65,000 23.23 24.00

Save as disclosed above, as at 31st December, 2005, none of the Directors or Chief Executive of the Bank or their spouses or
children under 18 years of age were granted or exercised any right to subscribe for any equity or debt securities of the Bank or any

of its associated corporations.
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B EAtATHEEESD - 2005 12A31 R - AITNERITRERRMEMNE BT8RN T F AR BERRITRENENURERTRE
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INFORMATION ON SHARE OPTION SCHEME

The following is a summary of the Staff Share Option Scheme 2002 that was adopted on 26th March, 2002 (the “Scheme”)
disclosed in accordance with the Listing Rules:

1.

Purpose of the Scheme:
(@) The Scheme is a share incentive scheme and is established to recognise and acknowledge the contributions that eligible
persons had made or may make to the Group.

(b) The Scheme will provide the eligible persons with an opportunity to have a personal stake in the Bank with the view to
motivating the eligible persons to optimise their performance and efficiency for the benefit of the Group.

Participants of the Scheme:

The Board may at its discretion grant options to any employees including Executive Directors and Chief Executive of the Group.

Total number of shares available for issue under the Scheme and % of issued share capital at 31st December, 2005:

The total number of shares available for issue under the Scheme is 71,696,959 shares representing 4.75% of the issued share
capital at 31st December, 2005.

Maximum entitlement of each participant under the Scheme:

No options may be granted to any eligible persons, which if exercised in full would result in the total number of shares issued
and to be issued upon exercise of the share options already granted or to be granted to such eligible person under the Scheme
or any other schemes of the Bank {including exercised, cancelled and outstanding share options) in the 12-month period up to
and including the date of such new grant exceeding 1% of the issued share capital as at the date of such new grant. Any grant
of further options above this limit shall be subject to certain requirements as stipulated in the rules of the Scheme.

The period within which the shares must be taken up under an option:
Beginning on the first anniversary of the Date of Grant of such options and ending on the fifth anniversary thereof.

The minimum period for which an option must be held before it can be exercised:

From the Date of Grant of such options up to the day immediately before the first anniversary thereof.

The amount payable on application or acceptance of the option and the period within which payments or calls must
or may be made or loans for such purposes must be paid:

N/A

The basis of determining the exercise price:
The exercise price is determined by the Directors and being not less than the highest of:

(a) the closing price of the Bank’s shares in the Stock Exchange’s daily quotations sheet on the date of grant of the relevant
options;

(b) an amount equivalent to the average closing price of the Bank’s shares as stated in the Stock Exchange’s daily quotation
sheets for the 5 business days immediately preceding the date of grant of the relevant options; and

() the nominal value of the Bank’s shares.

The remaining life of the Scheme:
The Scheme Period will end on 25th March, 2007.
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INTERESTS OF SUBSTANTIAL SHAREHOLDERS AND OTHER PERSONS

As at 31st December, 2005, the interests and short positions of Substantial Shareholders and Other Persons of the Bank in the
shares and underlying shares of the Bank as recorded in the Register required to be kept under section 336 of the SFO were as
follows:

Name Capacity and nature No. of shares % on issued share capital
Silchester International Investors Limited Investment Manager 121,018,000 (L) 8.01
Silchester International Investors Collective Investment Scheme 75,941,300 (L) 5.03
International Value Equity Trust

East Asia International Trustees Limited Trustee 83,137,567 (L) 5.51
Citigroup Inc. Beneficial owner/ 79,180,1322 (L) 5.24

Custodian Corporation/
Approved Lending Agent

Beneficial owner 980,600 (S) 0.06

Custodian Corporation/ 3,865,380% (P) 0.26
Approved Lending Agent

" Duplicate of 75,941,300 shares as Silchester International Investors Limited controls the securities held by Silchester International
Investors International Value Equity Trust.

2 Included in the 78,180,132 shares were a lending pool of 3,865,380 shares and 52,000,000 shares derived from physically
settled unlisted derivatives.

(L) - Long positions
(S) - Short positions
(P) - Lending pool

Save as disclosed above, no other interest or short position in the shares or underlying shares of the Bank were recorded in the
Register.

PUBLIC FLOAT

As at the date of this Report, the Bank has maintained the prescribed public float under the Listing Rules, based on the information
that is publicly available to the Bank and within the knowledge of the Directors.

COMPLIANCE

In preparing the accounts for 2005, the Bank has fully complied with the guideline set out in the Supervisory Policy Manual
“Financial Disclosure by Locally Incorporated Authorized Institutions” issued by the Hong Kong Monetary Authority.
AUDITORS

A resolution for the re-appointment of KPMG as auditors of the Banrk is to be preposed at the forthcoming Annual General
Meeting.

On behalf of the Board
David LI Kwok-po
Chairman and Chief Executive

Hong Kong, 10th February, 2006
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REPORT OF THE AUDITORS

KkpMG

TO THE SHAREHOLDERS OF THE BANK OF EAST ASIA, LIMITED

(incorporated in Hong Kong with limited liability)

We have audited the accounts on pages 90 to 209 which have been prepared in accordance with accounting principles generally
accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Hong Kong Companies Ordinance requires the Directors to prepare accounts which give a true and fair view. In preparing
accounts which give a true and fair view it is fundamental that appropriate accounting policies are selected and zpplied consistently,
that judgements and estimates are made which are prudent and reasonable and that the reasons for any significant departure from
applicable accounting standards are stated.

It is our responsibility to form an independent opinion, based on our audit, on those accounts and to report our opinion solely to
you, as a body, in accordance with section 141 of the Hong Kong Companies Ordinance, and for no other purpose. We do not
assume responsibility towards or accept liability to any other person for the contents of this report.

BASIS OF OPINION

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institutz of Certified Public
Accountants. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the accounts.
It also includes an assessment of the significant estimates and judgements made by the Directors in the preparation of the accounts,
and of whether the accounting policies are appropriate to the Bank's and the Group’s circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit s¢ as to obtain all the information and explanations which we considered necessary in order
to provide us with sufficient evidence to give reasonable assurance as fo whether the accounts are free from material misstatement.
In forming our opinion we also evaluated the overall adequacy of the presentation of information in the accounts. We believe that
our audit provides a reasonable basis for our opinion.

OPINION

In our opinion, the accounts give a true and fair view of the state of affairs of the Bank and of the Group as at 31st December, 2005
and of the Group’s profit and cash flows for the year then ended and have been properly prepared in accordance with the Hong
Kong Companies Ordinance.

KPMG
Certified Public Accountants

Hong Kong, 10th February, 2006
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CONSOLIDATED PROFIT AND LOSS ACCOUNT

FERER

For the year ended 31st December, 2005 EZE2005%¥12 831 BILFE

2005 2004
Restated Z 3}
Notes fifsf  HKS$'000 BT  HK$'000 BET
Interest income BB 4 7,806,534 5,668,495
Interest expense FEZH 5 (4,046,276) (2,054,505)
Net interest income ERIEMA 3,760,258 3,613,990
Fee and commission income REBEBRASEA 6 1,598,000 1,506,604
Fee and commission expense REERASH (229,896) {298,363)
Net trading profits REmFFE 7 576,024 373,956
Net result from financial
instruments designated at fair EERBRESIRRAT
value through profit or loss BESBIANIRE 8 (42,546) -
Other operating income HiBERA 9 290,698 299,678
Operating income U 5,952,538 5,495,865
Operating expenses FEIH 10 (2,988,047) (2,762,180)
Operating profit before impairment losses FBRRERAZEEEF 2,964,491 2,733,685
Impairment losses on loans and advances ERRERE 17 {141,485) -
Net charge for bad and doubtful debts BERRETS 11 - (272,807)
Impairment losses on held-to-maturity investments ~ #ZEZHHREREEE {33,230 -
Impairment losses on available-for-sale
financial assets THHEGREEREERE (325) -
impairment losses on assaciates BtENRREEE (6,838) -
Provision on held-to-maturity debt securities, BENBESES  REER
investment securities and associates A LRINERSHE - (18,582)
(Charge)/Write back of impairment
loss on bank premises SBITITHERE (B R) /& 31 (210,140) 18,538
Impairment losses HEEE (392,018) (272,851)
2,572,473 2,460,834
Net loss on sale of held-to-maturity investments HERZIERAZFEE {630) -
Net profit on sale of available-for-sale financial assets ~ HEREHESBEE 7 EHF| 12 6,983 -
Net profit on sale of investment securities HERERSZFRHM - 13,763
Net profit/(loss) on sale of subsidiaries/associates HEWMBLRR, BERTZ
R (B8 624 )
Net profit on sale of fixed assets HERTEEZEHA 365,441 15,239
Valuation gains on investment properties ERREDEEF 31 234,221 227,941
Share of profits less losses on associates FElEEE D ELRTIRE R 33,731 68,995
Profit for the year before taxation FRABHEET 3,212,843 2,786,767
Income tax AER 13 (426,862) (414,291)
Profit for the year after taxation FERRTEET 2,785,981 2,372,476
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Consolidated Profit and Loss Account (continued)
HEEREK (F)
For the year ended 31st December, 2005 EZE2005F 12531 BILFE

2005 2004
Restated &%
Notes fifsf  HKS'000 B¥ TR  HKI'000 AT
Attributable to: ARER
Equity holders of the Group FEBEIRE 14 2,748,725 2,347,709
Minority interests DEBRRAER 39 37,256 24,767
Profit after taxation BEEEN 2,785,981 2,372,476
Appropriations; B
Dividends attributable to the year RESEERE 15
Interim paid EXTRERE 496,127 414,535
Final paid in respect of previous year EXFABIEFERBEE 1,702 885
Final proposed BRRBBE 1,404,514 1,193,599
Earnings per share BRETF HK$ 78 HKS B
Basic =8N 16() 1.83 1.59
Diluted s 16(b) 1.82 1.58

The notes on pages 98 to 208 form part of these  SE98FE 2098 2 WBAERIE Y —EB5 -
accounts.
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CONSOLIDATED BALANCE SHEET
HEEERRER

As at 31st December, 2005 2005%12831H

2005 2004
Restated Eifk
Notes {3 HKS'000 BETRL  HK$000 BETR
ASSETS BE
Cash and balances with banks and BE RERITH
other financial institutions Eodpgsngs 20 4,525,587 3,655,593
Placements with banks and other financial institutions  ERITREM S BBBENTR 21 45,347,255 42,083,406
Trade bills EEES 22 612,587 1,400,138
Trading assets REFAREE 23 3,245,579 2,283,425
Financial assets designated at EEABRERMURE
fair value through profit or loss NERENEREAE 24 10,157,707 -
Advances to customers and other accounts EFERREMEE 25 144,836,789 122,601,430
Other investments in securities HipERiRE - 11,820,621
Available-for-sale financial assets AHLESREE 26 8,399,121 -
Held-to-maturity investments BEHBRE 27 13,016,959 17,557,945
Investments in associates NGRS 29 768,580 725,963
Fixed assets BEEE 31 5,355,899 5,697,750
- Investment properties —-REmE 950,586 802,934
— Other property and equipment —HimEREE 4,405,313 4,894,816
Goodwill HE 30 2,494,950 2,448,156
Deferred tax assets FEWRELEE 33() 38,469 95,119
Total Assets EERE 238,799,482 210,369,546
EQUITY AND LIABILITIES REERRAE
Deposits and balances of banks and RAREMSEBED
other financial institutions TR RS 40(b), 40(c) 13,785,419 9,571,657
Deposits from customers BEEXR 40(b), 40(c) 175,894,925 163,737,665
Trading liabilities RHRARAE 34(3) 1,936,999 1,191,858
Certificates of deposit issued BERITERE 6,431,391 4,178,623
~ At fair value through profit or loss - BEEHENURBOTLEE 3,047,652 -
- At amortised cost —HERA 3,383,739 4,178,623
Current taxation AEHIIE 33(a) 261,695 179,369
Deferred tax liabilities ELHERE 33(h) 627,485 729,266
Other accounts and provisions EuERRER 34(b) 6,908,260 4,651,190
Loan capital measured at fair value BEESURBATEE
through profit or loss HEEER 35 8,548,780 4,271,124
Total Liabilities BERE 214,394,954 188,510,752
Share capital &S 37 3,775,575 3,729,996
Reserves i1 38 20,421,790 17,863,143
Total equity attributable to equity holders of the Group EBEREBRRESEE 24,197,365 21,693,139
Minority interests PHRRER 39 207,163 165,655
Total Equity RS 24,404,528 21,858,794
Total Equity and Liabilities BRRESEREE 238,799,482 210,369,546

Approved and authorised for issue by the Board of EZE&H2006%2 A 108 BERBERR -

Directors on 10th February, 2006.

Chairman and EFEF
Chief Executive David LI Kwok-po T ABE EEY
Directors LI Fook-wo £ FEN
WONG Chung-hin =gk
Winston LO Yau-lai BRE

The notes on pages 98 to 209 form part of these  E98ZE209B Z KB AREBZ ~H 5 °
accounts.

92 The Bank of East Asia, Limited Annual Report 2005




BALANCE SHEET
EEEBER
As at 31st December, 2005 2005%F124318

2005 2004
Restated B3R
Notes 75 HK$'000 B Fx  HK$000 BHEFT
ASSETS =¥
Cash and balances with banks and RERERTA
other financial institutions EeepgRagr 20 4,376,415 3,460,456
Placements with banks and other financial institutions 3777 R 2t S BB 21 45,052,614 41,893,353
Trade bills B5ER 22 612,587 1,399,484
Trading assets RERBEE 23 3,227,606 2,268,324
Financial assets designated at BEARRBRARE
fair value through profit or loss LT EENSREAE 24 10,117,933 -
Advances to customers and other accounts EFERREMEE 25 139,281,065 118,113,011
Amounts due from subsidiaries MBABRER 32(3) 1,728,817 2,055,864
QOther investments in securities EmBEHis - 10,993,217
Available-for-sale financial assets AHLESREE 26 7,704,002 -
Held-to-maturity investments REIHEE 27 11,294,569 16,394,336
Investments in subsidiaries WEBATIRE 28 2,121,228 1,838,237
Investments in associates AL EHRE 29 119,603 143,643
Fixed assets ETEE 31 5,121,598 5,207,866
- Investment properties —EEnE 979,680 644,216
— Other property and equipment —EtMERRE 4,141,918 4,563,650
Goodwill [k 30 1,460,292 1,460,292
Deferred tax assets RERHAEE 33(b) 30,233 84,942
Total Assets BERE 232,248,563 205,313,025
EQUITY AND LIABILITIES BREXRAE
Deposits and balances of banks and BIREDSREE
other financial institutions NERRES 40(b), 40(c) 13,605,141 9,476,018
Deposits from customers BFER 40(b), 40(c) 165,890,788 153,908,317
Trading liabilities RERREE 34(a) 1,935,069 1,191,858
Certificates of deposit issued BRIERE 8,631,391 6,378,623
— At fair value through profit or loss ~BBBFENRBRLTER 3,047,652 -
~ At amortised cost N 5,583,739 6,378,623
Amounts due to subsidiaries RSB LEFIE 32(6) 9,852,377 10,362,683
Current taxation REAHIE 33(a) 248,583 152,030
Deferred tax liabilities BEREEE 23(b) 626,893 718,107
Other accounts and provisions HAEEIE A 34() 4,735,449 2,970,816
Loan capital measured at fair BPEEARBRATEE
value through profit of loss HEEER 35 4,274,859 -
Total Liabilities BEBE 209,800,550 185,158,452
Share capital B’ 37 3,775,575 3,729,996
Reserves B 38 18,672,438 16,424,577
Total equity attributable to equity holders of the Bank SBBREBKEELRE 22,448,013 20,154,573
Total Equity and Liabilities BRERREERE 232,248,563 205,313,025
Approved and authorised for issue by the Board of  FHE®H 200652 5108 &k RIEEER -
Directors on 10th February, 2006.
Chairman and FEFE
Chief Executive David LI Kwok-po rER A ZER
Directors LI Fook-wo BE ZEN
WONG Chung-hin BEE
Winston LO Yau-lai BRE
The notes on pages 98 to 209 form part of these  SE98E200E 2 BARE LY ~ 55 -

accounts,

RDRTARAD 2005 EH 93




CONSOLIDATED SUMMARY STATEMENT OF CHANGES IN EQUITY

GEHEREIR

For the year ended 31st December, 2005 ZZE2005F12531 HIitFE
2005 2004
Restated 3§
Notes ffsF  HKS'000 B%TFT  HK$'000 BT
Total equity at 1st January RIR1ERRERER
As previously reported: EIER
~ attributable to equity holders of the Group ~ERBERFEGER 21,727,481 20,111,256
~ minority interests — L EREER 165,655 24,418
21,893,136 20,135,674
Prior period adjustments arising from
changes in accounting poficies HenBERE s HNp R (34.342) -
As restated, before opening balance adjustments CER(FaERTNERREE) 21,858,794 20,135,674
Opening bafance adjustments arising HEHHRagse
from changes in accounting policies BT HEE 595,788 -
As 1st January, after prior period and B1A18 (BEER
opening balance adjustments SRR 22,454,582 20,135,674
Net income recognised directly in equity EERARRFERZRA
Release/{recognition) of net deferred tax BITITHERREENZ
fiabilities in revaluation reserve on bank premises EEHIBRESELDR (R 380 37,818 (1,874)
Revaluation surpius on bank premises transferred FITTHERREDE
to investment properties FEANEERS 38(¢) 12,429 13,788
Write back of impairment loss on bank premises FITICREER 38(c) - 12,839
Capital reserve on share-based transactions BREINZRZEENELREE 380 29,796 41,749
Changes in fair value of available-for-sale AHHESREEL
financial assets 2FEBEED 38(n) 359,477 -
Exchange and other adjustments EXREMEE 38(f), 38(h), 39 27,875 24,874
467,395 91,376
Net profit for the year FEREF
Attributable to: AIERER
Equity holders of the Group FEBRRER 380) 2,748,725 2,347,709
- Attributable to equity holders of the Group -GEREERRER
(as previously reported) (4nFFEER) 2,423,800
— Prior period ad'ustments arising from ~ESHRREFSH
change in accounting policies ORI EEES (76,091)
Minority interests PEIRRER 39 37,256 24,767
2,785,981 2,372,476
Total recognised income and expenses for FEABERHBA
the year (of which HK$37,256,000 (2004 M (EP BB EEE
HK$24,767,000} is attributable to B8 37,256,0007T
minority interests) (2004% : #24,767,0007T)) 3,253,376 2,463,852
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Consolidated Summary Statement of Changes in Equity (continued)

HFeBzEB K (F)

For the year ended 31st December, 2005 & Z2005F12531 AL ERE

2005 2004
Restated B35
Notes i HK$'000 BETFR  HKI000 BHTR
Dividends declared or approved during the year FERARERTEARERS 380) (1,691,428) (1,325,241)
Movements in shareholders’ equity arising
from capital transactions with REARRETELRS
equity holders of the Group: FEENRRESED
Shares issued under Staff Share Option Schemes BB EERRHBETNRY 37, 386) 70,638 172,389
Shares issued in lieu of dividends PARRAL B R ITRORRD 38(b) 313,034 295,794
Capital fee BXER 3803 (58) {(144)
383,614 468,039
Movements in minority interests DERFERED
Acquisition of subsidiaries BAMBATE 39 975 -
Decreasef(increase) in shareholding R (B IRE 39 3,409 (2,092)
Contribution from minority shareholders SHREER 39 - 118,562
4,384 116,470
Balance as at 315t December R12R318 68 24,404,528 21,858,794

The notes on pages 98 to 209 form part of these
accounts.
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CONSOLIDATED CASH FLOW STATEMENT

GERERER

For the year ended 31st December, 2005 &EF2005F12831 GLEFE

2005 2004
Restated B3
Notes fifz  HKS'000 BT  HK$'000EETT
QOPERATING ACTIVITIES BEEKED
Profit for the year before taxation FERBERETEF 3,212,843 2,786,767
Adjustments for: HE
Net charge for bad and doubtful debts BERABEXL 11 - 272,807
Impairment losses on foans and advances ﬁ%ﬁiﬁifﬁﬁ% 11 141,485 -
impairment allowance on held-to-maturity HEDERE  JHEE
investments, available-for-sale financial SHAENBENT
assets and associates B@xﬁi@—%ﬁ 40,393 -
Provision on held-tc-maturity debt securities, BEIBERES  REES
investment securities and associates %DE?’P%Q _] MEGSEE - 18,582
Share of profits less losses of associates Fﬂﬁ%?%"/} RFREE (33,731) (68,995)
Net loss on sale of held-to-maturity investments HERSEIHELTER 630 -
Net profit on sale of other investments in securities ﬁﬁﬁ‘rﬁé% BEERA - {13,763)
Net (profityioss on sale of subsidiaries/associates HEHBARNBELNE
(&7 /B518 (624) 5
Net profit on sale of available-for-sale HETHHESREEY TR
financial assets (6,983) -
Net profit on sale of fixed assets IE éfgz/%/ﬁf Y (365,441) {15,239)
Interest expenses on loan capital, certificates of E%’éﬁ sREL  FRER
deposit and bonds issued EHFAETH 655,018 232,224
Depreciation on fixad assets EEAENE 10, 31 258,563 243,961
Amortisation of goodwill EEEH 30 - 143,875
Charge/write back) of impairment
loss on bank premises iﬁﬂﬁﬁtﬁfﬁ%%/(@ﬁé 210,140 (18,538)
Dividend income from listed trading securities REREEMEFRELA (10,968) -
Dividend income from available-for-sale
financial assets , AHEESREERERA (34,153) -
Dividend income from other investments
in securities E?&E’é%&ﬁﬂﬁ%&&)\ - (42,960)
Dividend income from listed securities TRBBRGENRER
designated at fair value through profit or loss ’“TLTETEL mESREMA (345) -
Amortisation of discount on cerfificates of ERIIEIERBEER
deposit and loan capital issued BTN - 81,614
Revaluation gain on certificates of deposit BEREBIRFER
and loan capital issued BITIERER &ﬁ? (180,954) -
Valuation gains on investment properties Eﬁ?ﬁ’é%%%ﬁ% 31 (234,221) {227,941)
Transfer to capital reserve for staff share options EERREEAELES 29,796 41,749
OPERATING PROFIT BEFORE CHANGES HEESSBA LSS
IN WORKING CAPITAL 3,681,448 3,434,148
(increase)/decraase in operating assets: BEEQE RE
Placements with banks and other financial
institutions with original maturity R R3ME A LA EAYRIT
beyond three months &Hﬁtﬁ BEEER 6,506,833 14,063,140
Trade bills 25 788,603 (777,231)
Certificates of deposit held with criginal Jﬁﬁﬁfiﬁﬁ?‘%ﬂ )5! BAE
maturity beyond three months MIE TR EE 1,773,884 506,051
Other investments in securities EEHRE 8,725,900 1,641,359
Trading assets x‘%}fﬁzéﬁﬁ {1,750,929) -
Financial assets designated at fair value B ARpERUARE
through profit or lass ?F@mﬁﬂéé (10,157,707} -
Advances to customers %?)EE {20,995,660) {14,593,453)
Advances to banks and other financial institutions ﬁf?&ﬁﬁﬁm%%%w\ (141,144) (550,674)
Treasury bills with original maturity beyond FAHREAIEAN LR
three months EERER 486,269 713,250
Held-to-maturity debt securities and
investment securities BENHEEESRBRAES (898,529) (4,381,838)
Investment securities REEs - {2,976)
Available-for-sale financial assets AELESRER (1,149,412) -
Other accounts and accrued interest ﬁf@gﬁﬁ RIEETFIE 638,214 407,031
Deferred tax assets BLEHEBEEE 48,993 (15,902)
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Consolidated Cash Flow Statement (continued)
HEBEsREX (&)

For the year ended 31st December, 2005 ELE2005F12831 AL EE

— - — . J— — - J—

2005 2004
Restated E ¥R
Notes fifsf  HK$'000 BT  HKS'000 BETT
Increase/(decrease) in operating liabilities: mEaEE (R 8 -
Deposits and balances of banks and RITBEGSRHEE
other financial institutions MERRERS 4,213,762 2,055,092

Deposits from customers BPER 12,157,260 8,317,053

Trading liabilities ZHBRAE 1,936,999 -

Other accounts and provisions HABRIE R 709,983 1,340,329

Deferred tax liabilities BEERELE (216,269) (227,405}
Exchange adjustments BRAR (25,019) 93,403
NET CASH INFLOW FROM OPERATIONS BETERERABE 6,333,479 12,021,377

Income tax BTt

Hong Kong profits tax paid EREETIER (208,534) (243,233)

Overseas profits tax paid EREINFIEH (84,248) (56,794)
NET CASH FLOWS GENERATED FROM

OPERATING ACTIVITIES PECEERTB RERE 6,040,697 11,721,350
INVESTING ACTIVITIES REEH

Dividends received from associates B & LR R 19,149 17,660

Dividends received from equity securities WERER D S AR 8 45,466 42,960

Purchase of equity securities BARLES (207,815) (144,269)

Proceeds from sale of equity securities HERMBZMEFHE 87,235 115,709

Purchase of fixed assets BABRTARE 31 (603,150) (1,661.419)

Proceeds from disposal of fixed assets LERTEEMBIE 1,083,698 115,183

Increase in shareholding of an associate =Yl de NI (23,714) (8,400)

Proceeds from disposal of associates HERELBRRERE 5,083 33,675

Purchase of subsidiaries BAKRBLRA 43(a) (13,881) (321,399)

Decreasef(Increase) in shareholding of a subsidiary BB AR BARER 4,000 (26,820)
NET CASH GENERATED FROM/{USED IN)

INVESTING ACTIVITIES B/ AR RETHZRETE 396,071 (1,837,120)
FINANCING ACTIVITIES RERE

Ordinary dividends paid TR BB S (1,378,394) (1,029,447)

Issue of ordinary share capital BITEBBRER 37, 38(2) 70,638 172,389

Issue of loan capital BITREAR 4,264,728 -

Capital fee paid on increase in issued share capital FENETRABETER 38(a) (58) (144)

issue of certificates of deposit BOTERE 8,560,806 2,633,196

Redemption of certificates of deposit BOIFHRE (6,324,514) (4,111,483}

Interest paid on loan capital FTREEAXFE (324,833) {109,839)

interest paid on certificates of deposit issued XTEBTERENE (225,514) {125,105}
NET CASH GENERATED FROM/(USED IN)

FINANCING ACTIVITIES FE/ (AR BRETBD RS FE 4,642,859 (2,570,433)
NET INCREASE IN CASH AND CASH EQUIVALENTS B&RERE&EE BEE 11,079,627 7,313,797
CASH AND CASH EQUIVALENTS AT 1STJANUARY M1 A1B2RERERABRELEH 43(c) 41,204,335 33,890,538
CASH AND CASH EQUIVALENTS

AT 31ST DECEMBER R12ANBZRERER[RARIFE  43() 52,283,962 41,204,335
Cash flows from operating activities included: FEGLEBEDNRERERE

Interest received =X N 8,818,125 5,589,866

Interest paid RETH 4,634,300 1,865,025

The notes on pages 98 to 209 form part of these

accounts.

EO8E09E ZMIHMABIE L —2D -
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NOTES ON THE ACCOUNTS

A I8 B
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PRINCIPAL ACTIVITIES FE¥

The Bank and its subsidiaries (the “Group”) are engaged in the provision of banking
and related financial services, and business, corporate and investor services.

SIGNIFICANT ACCOUNTING POLICIES T EStEE

FRITRENMBLRATEAERDHEEREBR
BESATRAENSHERE  ARDE - X
REBEERT -

(a

(b

~

~
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Statement of Compliance

These accounts have been prepared in accordance with all applicable Hong Kong
Financial Reporting Standards ("HKFRSs"), which collective term includes all applicable
individual Hong Kong Financial Reporting Standards, Hong Kong Accounting Standards
(“HKASs"}, and Interpretations issued by the Hong Kong institute of Certified Public
Accountants {"HKICPA"), accounting principles generally accepted in Hong Kong
and the requirements of the Hong Kong Companies Ordinance. In addition, these
accounts comply fully with the guideline on “Financial Disclosure by Locally
Incorporated Autherized Institutions” under the Supervisory Policy Manual issued by
the Hong Kong Monetary Authority. These accounts also comply with the applicable
disclosure provisions of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited. A summary of the significant accounting policies
adopted by the Group is set out below.

The HKICPA has issued a number of new and revised HKFRSs that are effective or
available for early adoption in accounting periods beginning on or after 1st January,
2005. Information on the changes in accounting policies resulting from initial
application of these new and revised HKFRSs for the current and prior accounting
periods reflected in these accounts is provided in Note 3.

Basis of Preparation of the Accounts

The accounts for the year ended 31st December, 2005 comprise the Group and the
Group’s interest in associates.

The measurement basis used in the preparation of the accounts is historical cost
except that the following assets and liabilities are stated at their fair value as explained
in the accounting policies set out below:

- financial instruments classified as trading, designated at fair value through profit
or loss and available-for-sale (Note 2(f)(i)}; and

—  investment properties (Note 2(h)ii)

The preparation of accounts in conformity with HKFRSs requires management to
make judgements, estimates and assumptions that affect the application of policies
and reported amounts of assets and liabilities, income and expenses. The estimates
and associated assumptions are based on historical experience and various other
factors that are believed to be reasonable under the circumstances, the results of
which form the basis of making the judgements about carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ
from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions
to accounting estimates are recognised in the period in which the estimate is revised
if the revision affects only that period, or in the period of the revision and future
periods if the revision affects both current and future periods.

Details of judgements made by management in the application of HKFRSs that have
significant effect on the accounts and estimates with a significant risk of material
adjustment in the next year are set out in Note 49.

(a)

(b)
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Notes on the Accounts (continued)

HRIENR A ()

(c) Basis of Consolidation

{

(i)

Subsidiaries

The consolidated accounts include the accounts of the Bank and all its subsidiaries
made up to 31st December each year. A subsidiary, in accordance with the Hong
Kong Companies Ordinance, is a company in which the Group, directly or
indirectly, holds more than half of the issued share capital, or controls more than
half of the voting power, or controls the composition of the Board of Directors.

All material intercompany transactions and balances are eliminated on
consolidation. The results of subsidiaries acquired or disposed of during the year
are included in the consolidated profit and loss account from or to the date of
their acquisition or disposal, as appropriate.

Minority interests at the balance sheet date represent the interests of outside
shareholders in the operating results and net assets of subsidiaries. They are
presented in the consolidated balance sheet and consolidated summary statement
of changes in equity within equity, separately from equity attributable to equity
holders of the Group. Minority interest in the results of the Group are presented
on the face of the consolidated profit and loss account as an allocation of the net
profit for the year between minority interests and equity holders of the Group.

In the Bank's balance sheet, an investment in a subsidiary is stated at cost less
any impairment losses (Note 2(k)).

Associates

An associate is a cormnpany in which the Group or the Bank has significant influence,
but not control or joint control, over its management, including participation in
the financial and operating policy decisions.

An investment in an associate is accounted for in the consolidated accounts
under the equity method and is initially recorded at cost and adjusted thereafter
for the post-acquisition change in the Group's share of the associate’s net assets.

The consolidated profit and loss account reflects the Group's share of the post-
acquisition, post-tax results of the associates for the year, including any impairment
loss on goodwill relating to the investment in associates recognised for the year
in accordance with Notes 2(j) and 2(k).

When the Group’s share of losses exceeds its interest in the associates, the Group’s
interest is reduced to nil and recognition of further losses is discontinued except
to the extent that the Group has incurred legal or constructive obligations or
made payments on behalf of the associate. For these purposes, the Group’s interest
in the associate accounted for under equity method is the carrying amount of
the investment under equity method together with the Group’s other long-term
interests that in substance form part of the Group’s net investment in the associate.

Unrealised profits and losses resulting from transactions between the Group and
its associates are eliminated to the extent of the Group’s interest in the associates,
except when unrealized losses provide evidence of an impairment of the asset
transferred, in which case they are recognised immediately in profit or loss.

The Bank accounts for the results of associates to the extent of dividends received,
Investments in associates are stated at cost less any impairment losses (Note 2(k)).
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Notes on the Accounts (continued)

RERZ ()

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

FEETBE@®

(d) Translation of Foreign Currencies

(e

~
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Transactions in foreign currencies are translated into Hong Kong dollars at the rates
of exchange ruling at the transaction dates. Monetary assets and liabilities
denominated in foreign currencies are translated into Hong Kong dollars at the rates
of exchange ruling at the balance sheet date. The exchange differences are dealt
with in the profit and loss account.

Non-monetary assets and liabilities that are measured in terms of historical cost in a
foreign currency are translated using the foreign exchange rates ruling at the
transaction dates. Non-monetary assets and liabilities denaominated in foreign
currencies that are stated at fair value are translated using the foreign exchange rates
ruling at the dates the fair value was determined.

Exchange differences relating to investments at fair value through profit or loss and
derivative financial instruments are included in gains and losses on investments and
net gain/{loss) on derivatives, respectively. All other exchange differences relating to
monetary items are presented separately in the profit and loss account.

The balance sheets of overseas branches, subsidiaries and associates are translated
into Hong Kong dollars at the rates of exchange ruling at the balance sheet date,
whereas the profit and loss accounts are translated at the average rate for the period.
The difference between the profit and loss account translated at an average rate and
at the closing rate is recorded as a movement in reserves. Exchange differences arising
from retranslation of opening net assets at the rates of exchange ruling at the balance
sheet date are accounted for in the reserves.

On disposal of a foreign enterprise, the cumulative amount of the exchange differences
which relate to that foreign enterprise is included in the calculation of the profit or
loss on disposat.

Revenue Recognition

Provided it is probable that the economic benefits will flow to the Group and the
revenue and costs, if applicable, can be measured reliably, revenue is recognised in
the profit and loss account as follows.

Interest income for all interest-bearing financial instruments, except those classified
as held for trading or designated at fair value through profit or loss, are recognised as
interest income in the profit and loss account using the effective interest method.

The effective interest method is a method of calculating the amortised cost of a
financial asset and of allocating the interest income over the relevant period. The
effective interest rate is the rate that exactly discounts estimated future cash payments
or receipts through the expected life of the financial instrument or, when appropriate,
a shorter period to the net carrying amount of the financial asset. When calculating
the effective interest rate, the Group estimates cash flows considering all contractual
terms of the financial instrument but does not consider future credit losses. The
calculation includes all fees and points paid or received between parties to the contract
that are an integral part of the effective interest rate, transaction costs and all other
premiums or discounts.

For impaired foans, the accrual of interest income based on the original terms of the
loan is discontinued, but any increase of the present value of impaired loans due to
the passage of time is reported as interest income.
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Notes on the Accounts (continued)

BRENZ (')

f

Net income from financial instruments designated at fair value through profit or loss
and net trading income comprises all gains and losses from changes in fair value (net
of accrued coupon) of such financial assets and financial liabilities, together with
interest income and expense and dividend income attributable to those financial
instruments.

Fee and commission income is recognised in the profit and loss account when the
corresponding service is provided, except where the fee is charged to cover the costs
of a continuing service to, or risk borne for, the customer, or is interest in nature. In
these cases, the fee is recognised as income in the accounting period in which the
costs or risk incurred or accounted for as interest income.

Crigination or commitment fees received by the Group which result in the creation
or acquisition of a financial asset are deferred and recognised as an adjustment to
the effective interest rate. If the commitment expires without the Group making a
loan, the fee is recognised as revenue on expiry.

Finance income implicit in finance leases is recognised as interest income over the
period of the lease so as to produce an approximately constant periodic rate of return
of the outstanding net investment in the leases for each accounting period.

Rental income received under operating leases is recognised as other operating income
in equal instalments over the accounting periods covered by the lease term, except
where an alternative basis is more representative of the pattern of benefits to be
derived from the leased asset. Lease incentives granted are recognised in the profit
and loss account as an integral part of the aggregate net lease payments receivables.
Contingent rentals receivable are recognised as income in the accounting period in
which they are earned.

Dividend income from unlisted investments is recognised when the shareholder’s
right to receive payment is established. Dividend income from listed investments is
recognised when the share price of the investment is quoted ex-dividend.

Financial Instruments

(1 Initial recognition
The Group classifies its financial instruments into different categories at inception,
depending on the purpose for which the assets were acquired or the liabilities
were incurred. The categories are: fair value through profit or loss, loans and
receivables, held-to-maturity investments, available-for-sale financial assets and
other financial liabllities.

Financial instruments are measured initially at fair value, which normally will be
equal to the transaction price, plus, in case of a financial asset or financial liability
not held at tair value through profit or loss, transaction costs that are directly
attributable to the acquisition or issue of the financial asset or financial liability.
Transaction costs on financial assets and financial liabilities at fair value through
profit or loss are expensed immediately.

The Group recognises financial assets and financial liabilities on the date it becomes
a party to the contractual provisions of the instrument. A regular way of purchase
or sale of financial assets is recognised using trade day accounting. From this
date, any gains and losses arising from changes in fair value of the financial
assets of financial liabilities are recorded.
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Notes on the Accounts (continued)

RIEH L ()

2. SIGNIFICANT ACCOUNTING POLICIES (continued) ¥ E® & BE

(i) Categorisation iy 28
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Fair value through profit or loss

This category comprises financial assets and financial liabilities held for trading,
and those designated at fair value through profit or loss upon initial recognition,
but exclude those investments in equity instruments that do not have a quoted
market price and whose fair value cannot be reliably measured.

Trading financial instruments are financial assets or financial fiabilities which are
acquired or incurred principally for the purpose of trading, or are part of a portfolio
of identified financial instruments that are managed together and for which
there is evidence of a recent actual pattern of short-term profit taking. Non
hedging derivatives are accounted for as trading instruments.

Financial instruments designated at fair value through profit or loss primarily
consist of securities with embedded derivatives where the characteristics and
risks of the embedded derivatives are not closely related to the host contracts
and suberdinated notes.

Financial assets and liabilities under this category are carried at fair value. Changes
in the fair value are included in the profit and loss account in the period in which
they arise. Upon disposal or repurchase, the difference between the net sale
proceeds or the net payment and the carrying value is included in the profit and
loss account.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, other than (a) those that the
Group intends to sell immediately or in the near term, which will be classified as
held for trading; (b) those that the Group, upon initial recognition, designates at
fair value through profit or loss or as available-for-sale; or (¢) those where the
Group may not recover substantially all of its initial investment, other than because
of credit deterioration, which will be classified as available for sale. Loans and
receivables mainly comprise, placements with banks and other financial
institutions, trade bills and loans and advances to customers.

Securities classified as loans and receivables typically comprise of securities issued
by the same customers with whom the Group has a lending relationship in its
wholesale banking business. Investment decisions for credit substitute securities
are subject to the same credit approval processes as loans, and the Group bears
the same customer risk as it does for loans extended to those customers.
Additionally the yield and maturity terms are generally directly negotiated by the
Group with the issuer. These securities include commercial paper, short term
debentures and preference shares issued by the borrower.

Loans and receivables and securities classified as loans and receivables are carried
at amortised cost using the effective interest method, less impairment losses, if
any (Note 2(k)).
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Notes on the Accounts (continued)

BRIERZE (F)

(iii

=

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturity where the Group has the positive
intention and ability to hold to maturity, other than (a) those that the Group,
upon initial recognition, designates as at fair value through profit or loss or available
for sale; and (b) those that meet the definition of loans and receivables.

Held-to-maturity investments are carried at amortised cost using the effective
interest method less impairment loss, if any (Note 2(k)).

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are
designated at available-for-sale or are not classified in any of the other three
categories above. They include financial assets intended to be held for an indefinite
period of time, but which may be sold in response to needs for liquidity or changes
in the market environment.

Available-for-sale financial assets are carried at fair value except for investments
in equity instruments that do not have a quoted market price in an active market
and whose fair value cannot be reliably measured are carried at cost less
impairment loss, if any (Note 2(k)). Unrealised gains and losses arising from changes
in the fair value are recognised directly in the investment revaluation reserve,
except for foreign exchange gains and losses on monetary items such as debt
securities which are recognised in the profit and loss account.

When the available-for-sale financial assets are sold, the difference between the
net sale proceeds and the carrying value, and the accumulated fair value
adjustments in the equity are treated as gains and losses on disposal.

Other financial liabilities

Financial liabilities, other than trading liabilities and those designated at fair value
through profit or loss, are measured at amortised cost using the effective interest
method.

Fair value measurement principles

The fair value of financial instruments is based on their quoted market prices at
the balance sheet date without any deduction for estimated future selling costs.

If a quoted market price is not available on a recognised stock exchange or from
a broker/dealer for non-exchange-traded financial instruments or publicly available
latest traded price, or if the market for it is not active, the fair value of the
instrument is estimated using valuation technigques that provide a reliable estimate
of prices which could be obtained in actual market transactions.

Where discounted cash flow techniques are used, estimated future cash flows
are based on management’s best estimates and the discount rate used is a market
rate at the balance sheet date applicable for an instrument with similar terms
and conditions. Where other pricing models are used, inputs are based on market
data at the balance sheet date.

(iii)
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Notes on the Accounts (continued)

]

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

Kt (&)

FEEHERE®

(iv)

{vi)

Derecognition

The Group derecognises a financial asset when the contractual rights to receive
the cash flows from the financial asset expire, or where the financial asset tcgether
with substantially all the risks and rewards of ownership, have been transferred.

The Group uses the weighted average method to determine realized gains and
losses to be recognised in the profit and loss account on derecognition.

A financial liability is derecognised when the obligation specified in the contract
is discharged, cancelled or expires.

Offsetting

Financial assets and financial liabilities are offset and the net amount is reported
in the balance sheet only where there is a legally enforceable right to offset the
recognised amounts and there is an intention to settle on a net basis, or realise
the asset and settle the liability simultaneously.

Embedded derivatives

An embedded derivatives is a component of a hybrid (combined) instrument
that includes both the derivative and a host contract with the effect that some of
the cash flows of the combined instrument vary in a way similar to a stand-alone
derivative. The embedded derivatives are separated from the host contract and
accounted for as a derivative when (a) the economic characteristics and risks of
the embedded derivative are not closely related to the host contract; and (b) the
hybrid (combined) instrument is not measured at fair value with changes in fair
value recognised in the profit and loss account.

When the embedded derivative is separated, the host contract is accounted for
in accordance with note (i) above.

{g) Hedging

(

(i)
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Cash flow hedges

Where a derivative financial instrument is designated as a hedge of the variability
in cash flows of a recognised asset or liability, or a highly probable forecast
transaction and the hedge is effective, the gain or loss on the derivate financial
instrument in relation to the hedged risk is recognised directly in equity.

Fair value hedge

A fair value hedge seeks to offset risks of changes in the fair value of an existing
asset or liability that will give rise to a gain or loss being recognised in the profit
and loss account or reserves.

The hedging instrument is measured at fair value, with fair value changes
recognised in the profit and loss account. The carrying amount of the hedged
item is adjusted by the amount of the changes in fair value of hedging instrument
attributable to the risk being hedged. This adjustment is recognised in the profit
and loss account to offset the effect of the gain or loss on the hedging instrument.

{iv)

{vi)

(g) #xp

(i)
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Notes on the Accounts (continued)

BRIEME (&)

(h) Properties

(i

(i

(iii

=

Bank premises are stated in the balance sheet at cost or at Directors’ valuation,
by reference to an independent professional valuation, less accumulated
depreciation and accumulated impairment loss (Note 2(k)).

When a deficit arises on revaluation, it will be charged to the profit and loss
account, if and to the extent that it exceeds the amount held in the bank premises
revaluation reserve in respect of that same asset immediately prior to the
revaluation; and when a surplus arises on revaluation, it will be credited to the
profit and loss account, if and to the extent that a deficit on revaluation in respect
of that same asset had previously been charged to the profit and loss account.

In preparing these accounts, advantage has been taken of the transitional
provisions set out in paragraph 80A of HKAS16 “Property, Plant and Equipment”
issued by the Hong Kong Institute of Certified Public Accountants, with the effect
that bank premises have not been revalued to fair value at the balance sheet
date.

Investment properties are properties which are held either to earn rental income
or for capital appreciation or for both. Investment properties are stated at fair
value. Investment properties are valued annually by external independent valuation
companies, having an appropriate recognised professional qualification and recent
experience in the location and category of property being valued. The fair values
are based on market values, being the estimated amount for which a property
could be exchanged on the date of valuation between a willing buyer and a
willing seller in an arm’s length transaction after proper marketing wherein the
parties had each acted knowledgeably, prudently and without compulsion. No
allowance has been made in the valuations for any charges, mortgages or amounts
owing on the properties nor any expenses or taxation which may be incurred in
effecting a sale.

Any gain or loss arising from a change in fair value is recognised in the profit and
loss account. Rental income from investment property is accounted for as described
in Note 2(e).

When a bank property is transferred to investment property following a change
in its use, any differences arising at the date of transfer between the carrying
amount of the bank property immediately prior to transfer and its fair value is
recognised as a revaluation of bank premises as described in Note 2(h)(}).

if an investment property becomes owner-occupied, it is reclassified as bank
premises and its fair value at the date of reclassification becomes its cost for
subseguent accounting purposes.

A property interest under an operating lease is classified and accounted for as an
investment property when the Group holds it to earn rentals or for capital
appreciation or both. Any such property interest under an operating lease classified
as an investment property is carried at fair value. Lease payments are accounted
for as described in Note 2()).

Profit or loss on disposal of bank premises and investment properties is determined
as the difference between the net sales proceeds and the carrying amount of the
asset and is recognised in the profit and loss account upon disposal. Any surplus
that is included in the bank premises revaluation reserve of the related bank
premises disposed is transferred to the general reserve.
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Notes on the Accounts (continued)

BRAERF (F)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEFHE @
(i) Amortisation and Depreciation (i) BERIFE
(i) Bank premises i SRITITHE
Freehold land is not amortised. Leasehold land held for own use under an AR T PHEH - AERERE
operating lease, the fair value of which cannot be measured separately from the MREL - HHATEERTERER
fair value of a building situated thereon at the inception of the lease, is accounted BEYRSEFEZ REMNLTEENH
for as being held under a finance lease. Leasehold land is amortised on a straight HE BENARAHEAL - HELH
line basis over the remaining term of the lease. Buildings are depreciated on a NESFEREERGFREE - 2EYH
straight line basis at rates calculated to write off the cost or valuation of each BAREENE R EIRERMERFRS0
building over its estimated useful life of 50 years or the remaining fease period of FRHERIHFHSREEERERABRE
the land on which it is situated, whichever is the shorter. BRI ERE -
Investment properties are not depreciated. BEMERTITHE -
(iy Other fixed assets iy EnETEE
Other fixed assets are stated in the balance sheet at cost less accumulated HEiEr AERRRARRIHTERNEE
depreciation, which is calculated on a straight line basis to write off the assets BERIE - EEENRERUNERS
over their estimated useful lives from 4 to 20 years. RBHAFEZ20F TENHMHER TR
() Goodwill () =8
Goodwill represents the excess of the cost of a business combination or an investment BRIEESFRREMERFTNRTEBE
in an associate over the Group's interest in the net fair value of the acquiree’s identifiable SEREHBEENTHRMNEE  BERNE
assets, liabilities and contingent liabilities. BENATEE -
Goodwill is stated at cost less any accumulated impairment losses. Goodwill is allocated EREKETRETREELINE - HEESE
to cash-generating units and is tested annually for impairment (Note 2(k}). In respect AR T EEEN - AASEENEAE (TE2
of an associate, the carrying amount of goodwill is included in the carrying amount k) - BEQEME - BENEEED SER
of the interest in the associate. B N RIER 2 REERN °
Any excess of the Group's interest in the net fair value of acquiree’s identifiable assets, EEEAGRRABELTN  SAEHES
liabilities and contingent liabilities over the cost of a business combination or an WWEENFIHEE  BREERERENHND
investment in an associate is recognised immediately in the profit and loss account. FRESHRAAE  BROSEIAERERER
WA -
On disposal of a cash-generating unit, or an associate during the year, any attributable EFEEALEE-RatEBURERT -
amount of purchased goodwill is included in the calculation of the profit and loss on FEHERFRHAZAABEREAEENG
disposal. B
(k) Impairment of Assets (k) BEBEREX
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At each balance sheet date, the carrying amount of the Group’s assets are reviewed
to determine whether there is objective evidence of impairment. if internal and external
sources of information indicate such evidence exists, the carrying amount is reduced
0 the estimated recoverable amount and an impairment loss is recognised in the
profit and loss account.

(i) Loans and receivabies

The impairment losses of loans and receivables are measured as the difference
between the asset’s carrying amount and the present value of estimated future
cash flows discounted at the asset’s origina! effective interest rate. Receivables
with a short duration are not discounted if the effect of discounting is immaterial.

The total allowance for impairment losses consists of two components: individual
impairment allowances, and collective impairment allowances.
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Notes on the Accounts (continued)

KA

(i)

Krat (&

The group first assesses whether objective evident of impairment exists individually
for financial assets that are individually significant, and individually or collectively
for financial assets that are not individually significant. If the Group determines
that no objective evidence of impairment exists for an individually assessed financial
asset, whether significant or not, it includes the asset in a group of financial
assets with similar credit risk characteristics and collectively assesses them for
impairment. Assets that are individually assessed for impairment and for which
an impairment loss is or continues to be recognised are not included in a collective
assessment of impairment.

The individual impairment allowance is based upon management’s best estimate
of the present value of the cash flows which are expected to be received discounted
at the original effective interest rate. In estimating these cash flows, management
makes judgements about the borrower's financial situation and the net realizable
value of any underlying collateral or guarantees in favour of the Group. Each
impaired asset is assessed on its merits.

In assessing the need for callective loan loss allowances, management considers
factors such as credit quality, portfolic size, concentrations, and economic factors.
in order to estimate the required allowance, the Group makes assumptions both
to define the way the Group models inherent losses and to determine the required
input parameters, based on historical experience and current economic conditions.

The accuracy of the impairment allowances the Group makes depends on how
well the Group can estimate future cash flows for individually assessed impairment
allowances and the model assumptions and parameters used in determining
collective impairment allowances. While this necessarily involves judgment, the
group believes that the impairment allowances on loans and advances to
customers are reasonable and supportable.

All loans and receivables are reviewed and analysed periodically. Any subsequent
changes to the amounts and timing of the expected future cash flows compared
to the prior estimates that can be linked objectively to an event occurring after
the write-down, will result in a change in the impairment allowances on loans
and receivables and will be charged or credited to the profit and loss account.

Where there is no reasonable prospect of recovery, the loan is written off.

Held-to-maturity investments

For held-to-maturity investments, the impairment loss is measured as the difference
between the asset’s carrying amount and the present value of estimated future
cash flows discounted at the financial asset's original effective interest rate.

If in a subsequent period the amount of an impairment loss decreases and the
decrease can be linked objectively to an event occurring after the impairment
loss was recognised, the impairment loss is reversed through the profit and loss
account. A reversal of impairment fosses is limited to the asset’s carrying amount
that would have been determined had no impairment loss been recognised in
prior years.
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ANotes on the Accounts (continued)

RIER = ()

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

FTESHEE®

(i) Available-for-sale financial assets

(iv

=

When there is objective evidence that an available-for-sale financial asset is
impaired, the cumulative loss that had been recognised directly in equity is removed
from equity and is recognised in the profit and loss account. The amount of the
cumulative loss that is recognised in the profit and loss account is the difference
between the acquisition cost (net of any principal repayment and amortisation)
and current fair value, less any impairment loss on that asset previously recognised
in the profit and loss account.

For unguoted available-for-sale equity securities that are carried at cost, the
impairment loss is measured as the difference between the carrying amount of
the financial asset and the present value of estimated future cash flows discounted
at the current market rate of return for a similar financial asset.

Impairment losses recognised in the profit and loss account in respect of available-
for-sale equity securities are not reversed through profit and loss account. Any
subsequent increase in the fair value of such assets is recognised directly in equity.

Impairment losses in respect of available-for-sale debt securities are reversed if
the subseguent increase in fair value can be objectively related to an event
occurring after the impairment loss was recognised. Reversals of impairment
losses in such circumstances are recognised in the profit and loss account.

QOther assets

Internal and external sources of information are reviewed at each balance sheet
date to identify indications that the following assets may be impaired or, except
in the case of goodwill, an impairment loss previously recognised no longer exists
or may have decreased:

~  property and equipment (other than properties carried at revalued amounts),

- investments in subsidiaries and associates; and
- goodwill

If any such indication exists, the asset’s recoverable amount is estimated. In
addition, for goodwill, the recoverable amount is estimated annually whether or
not there is any indication of impairment.

Calculation of recoverable amount

The recoverable amount of an asset is the greater of its net selling price and
value in use. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects current
market assessments of time value of money and the risks specific to the asset.
Where an asset does not generate cash inflows largely independent of those
from other assets, the recoverable amount is determined for the smallest group
of assets that generates cash inflows independently (i.e. a cash-generating unit).

(iii)

(iv)
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Notes on the Accounts (continued)

REMZ (F)

Recognition of impairment fosses

An impairment loss is recognised in the profit and loss account whenever the
carrying amount of an asset, or the cash-generating unit to which it belongs,
exceeds its recoverable amount. impairment losses recognised in respect of cash-
generating units are allocated first to reduce the carrying amount of any goodwili
allocated to the cash-generating unit (or group of units) and then, to reduce the
carrying amount of the other assets in the unit {or group of units) on a pro rata
basis, except that the carrying value of an asset will not be reduced below its
individual fair value less costs to sell, or value in use, if determinable.

Reversals of impafrment losses

In respect of assets other than goodwill, an impairment loss is reversed if there
has been a favourable change in the estimates used 1o determine the recoverable
amount. An impairment loss in respect of goodwill is not reversed.

A reversal of impairment losses is limited to the asset’s carrying amount that
would have been determined had no impairment loss been recognised in prior
years.

Reversals of impairment losses are credited to the profit and loss account in the
year in which the reversals are recognised.

(I) Leased Assets

Leases of assets under which the lessee assumes substantially all the risks and benefits
of ownership are classified as finance leases. Leases of assets under which the lessor
has not transferred all the risks and benefits of ownership are classified as operating
leases.

(i) Assets held under finance leases

The amounts due from lessees in respect of finance leases are recorded in the
balance sheet as advances to customers at the amounts of net investment which
represent the total rentals receivable under finance leases less unearned income.
Revenue arising from finance leases is recognised in accordance with the Group's
revenue recognition policies, as set out in Note 2(g).

(i) Assets held for use in operating leases

Where the Group leases out assets under operating leases, the leased assets are
included in the balance sheet according to their nature and, where applicable,
are depreciated in accordance with the Group's depreciation policies, as set out
in Note 2(i). Impairment losses are accounted for in accordance with the
accounting policy as set out in Note 2(k). Revenue arising from operating leases
is recognised in accordance with the Group’s revenue recognition policies, as set
out in Note 2(e).

(it

Operating lease charges

Where the Group has the use of assets under operating leases, payments made
under the leases are charged to the profit and loss account in equal instalments
over the accounting periods covered by the lease term, except where an alternative
basis is more representative of the pattern of benefits to be derived from the
leased asset. Lease incentives received are recognised in the profit and loss account
as an integral part of the aggregate net lease payments made. Contingent rentals
are charged to the profit and loss account in the accounting period in which they
are incurred.
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Notes on the Accounts (continued)

FRIEH A ()

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

FEEFERE®

(m) Repossession of Assets

(n

=
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in the recovery of impaired loans and advances, the Group may take repossession of
the collateral assets through court proceedings or voluntary delivery of possession by
the borrowers. In accordance with the Group’s accounting policy set out in Note 2(k),
impairment allowances for impaired loans and advances are maintained after taking
into account the net realizable value of the collateral assets, usually resulting in a
partial write-off of the loans and advances against impairment allowances. Repossessed
assets are reported under other assets if it is highly probable that its carrying amount
will be recovered through a sale transaction rather than through continuing use and
the asset is available for sale in its present condition. Related loans and advances are
then written off,

Repossessed assets are recognised at the lower of their carrying amount of the related
loans and advances and fair value less costs to sell. It is not depreciated or amortised.

Impairment losses on initial classification and on subsequent remeasurement are
recognised in the profit and Joss account.

Income Tax
(i Income tax for the year comprises current tax and movements in deferred tax
assets and liabilities. Current tax and movements in deferred tax assets and
liabilities are recognised in the profit and loss account except to the extent that
they relate to items recognised directly in equity, in which case they are recognised
in equity.

(i) Current tax is the expected tax payable on the taxable income for the year, using
tax rates enacted or substantively enacted at the balance sheet date, and any

adjustment to tax payable in respect of previous years.

=

Deferred tax assets and liabilities arise from deductible and taxable temporary
differences respectively, being the differences between the carrying amounts of
assets and liabilities for financial reporting purposes and their tax bases. Deferred
tax assets also arise from unused tax losses and unused tax credits.

iii

Apart from certain limited exceptions, all deferred tax liabilities, and all deferred
tax assets to the extent that it is probable that future taxable profits will be
available against which the asset can be utilised, are recognised. Future taxable
profits that may support the recognition of deferred tax assets arising from
deductible temporary differences include those that will arise from the reversal
of existing taxable temporary difference, provided those differences relate to the
same taxation authority and the same taxable entity, and are expected to reverse
either in the same period as the expected reversal of the deductible temporary
difference or in periods into which a tax loss arising from the deferred tax asset
can be carried back or forward. The same criteria are adopted when determining
whether existing deductible temporary differences support the recognition of
deferred tax assets arising from unused tax losses and credits, that is, those
differences are taken into account if they relate to the same taxation authority
and the same taxable entity, and are expected to reverse in a period, or periods,
in which the tax loss or credit can be utilised.
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Notes on the Accounts (continued)

RIER G (E)

(iv

=

The limited exceptions to recognition of deferred tax assets and liabilities are
those temporary differences arising from goodwill not deductible for tax purposes,
the initial recognition of assets or liabilities that affect neither accounting nor
taxable profit {provided they are not part of a business combination), and
temporary differences relating to investments in subsidiaries to the extent that,
in the case of taxable differences, the Group controls the timing of the reversal
and it is probable that the differences will not reverse in the foreseeable future,
or in the case of deductible differences, unless it is probable that they will reverse
in the future.

The amount of deferred tax recognised is measured based on the expected manner
of realisation or settlement of the carrying amount of the assets and liabilities,
using tax rates enacted or substantively enacted at the balance sheet date.
Deferred tax assets and liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at each balance sheet
date and is reduced to the extent that it is no longer probable that sufficient
taxable profit will be available to allow the related tax benefit to be utilised. Any
such reduction is reversed to the extent that it becomes probable that sufficient
taxable profit will be available.

Additional income taxes that arise from the distribution of dividends are recognised
when the liability to pay the related dividends is recognised.

Current tax balances and deferred tax balances, and movements therein, are
presented separately from each other and are not offset. Current tax assets are
offset against current tax liabilities, and deferred tax assets against deferred tax
liabilities if, and only if, the Bank or the Group has the legally enforceable right to
set off current tax assets against current tax liabilities and the following additional
conditions are met:

~ in the case of current tax assets and liabilities, the Bank or the Group intends
either to settle on a net basis, or to realise the asset and settle the liability
simultaneously; or

- inthe case of deferred tax assets and llabilities, if they relate to income taxes
levied by the same taxation authority on either:

- the same taxable entity; or

- different taxable entities, which in each future period in which significant
amounts of deferred tax liabilities or assets are expected to be settled or
recovered, intend to realise the current tax assets and settle the current
tax liabilities on a net basis or realise and settle simultaneously.

(iv)
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Notes on the Accounts (continued)

REME (F)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) EEEFHEE m

(o) Insurance Reserves and Provisions for Outstanding Claims (0) RERESRRMRMEES
Insurance reserves, except those attributable to long term business, represent the FEERBEESS  RBESEBFERUR
proportion of retained premiums written in the year relating to the period of risk EEHRENRETES - TERNEREBR
from 1st January in the following year to the subsequent date of expiry of policies TERIAVBEREIFBAL  ZFRERE
which is carried forward as a provision for unearned premiums and calculated on a BIERBDRBEEBEYRSAHE -
daily basis.
The insurance reserve of long term business is ascertained by actuarial valuation. REEBORBESRERESEEE -
Full provision is made for the estimated cost of claims notified but not settled at the FEEEHELAERRDBAERERNURE
balance sheet date and for the estimated cost of claims incurred but not reported by EHERERNRE - EHRTORARS
that date, after deducting the amounts due from reinsurers. Provision has also been EETRZHERE - 15 ERELEERER
made for the estimated cost of servicing claims notified but not settled at the balance HERENNRERDEEBRERREMS
sheet date and to meet expenses on claims incurred but not reported at the balance BB ERAER T RRNER -
sheet date.
These reserves and provisions are classified as other accounts and provisions. HEES REFDHIREMEERES -
{p) Provisions and Contingent Liabilities (p) EERAAERE
Provisions are recognised for liabilities of uncertain timing or amount when the Bank ERENRBASETRE  BERARE
or the Group has a legal or constructive obligation arising as a result of a past event, BEBAEENETREBMA RSB AR
and it is probable that an outflow of economic benefits will be required to settle the BT WEEELIERT G - MR ERERS
obligation and a reliable estimate can be made. Where the time value of money is BE - REEHRRERERYN  £ETRA
material, provisions are stated at the present value of the expenditures expected to RENEESEBZIHAREIR -
settle the obligation.
Where it is not probable that an outflow of economic benefits will be required, or the WARTREMNEEEN S KT ERESHE
amount cannot be estimated reliably, the obligation is disclosed as a contingent RISEIEET - BRIETHMBERER - BIIRE
liability, unless the probability of outflow of economic benefits is remote. Possible FERERIABERE - WEEEBNEFEL
obligations, whose existence will only be confirmed by the occurrence or non- ARTETRE—REBERREMGAIEE
occurrence of one or more future events, are also disclosed as contingent liabilities T BREFTESENSNBREZEN  EE
unless the probability of outflow of economic benefits is remote. EBTRELABERE -
(q) Employee Benefits (@) EEEF
(i) Salaries, bonuses and leave benefits (i) FE - I RESEEM
Employee entitlements to salaries, annual bonuses, paid annual leave, leave BEERETENFH FHRIEL BFF
passage and the cost to the Group of non-monetary benefits are recognised B ROTBBRREARBE e E
when they accrue to employees. An accrual is made for the estimated liability for BRRENRER SHEERESSRE
annual leave as a result of services rendered by employees up to the balance HIBBHEE 2 ERASIBOEARED
sheet date. Ve -
Employee entitlements to sick leave and maternity leave are recognised when BEEZENFRESEBRB LG
the absences occur. e
(i) Performance-related bonus plan (iy FIBLZETCLTIET S
Liabilities for performance-related bonus plan, which are due wholly within twelve FEERAREMAEEERTELEE
months after the balance sheet date, are recognised when the Group has a BRREEHENARRNEREEZNRE
present legal or constructive obligation as a result of services rendered by BEMEAETEIMBE B EIET R
employees and a reliable estimate of the obligation can be made. i EATHUEZABRE
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Notes on the Accounts (continued)

RIEM AE (4E)

(ili) Retirement benefits

Retirement benefits are provided to eligible staff of the Group. Hong Kong
employees enjoy retirement benefits under either the Mandatory Provident Fund
Exempted ORSO Scheme ("MPFEQS") or the Mandatory Provident Fund Scheme
("MPFS™). Both are defined contribution schemes. The employer’s monthly
contribution to both schemes are at a maximum of 10% of each employee’s
monthly salary.

The pension schemes covering all the Group’s PRC and overseas employees are
defined contribution schemes at various funding rates, and are in accordance
with local practices and regulations.

The cost of all these schemes is charged to the profit and loss account for the
period concerned and the assets of all these schemes are held separately from
those of the Group. Under the MPFEOS, the employer's contribution is not reduced
by contributions forfeited by those employees who leave the scheme prior to
vesting fully in the contributions. Under the MPFS, the employer’s contribution is
reduced by contributions forfeited by those employees who leave the scheme
prior ta vesting fully in the contributions.

Share based payments

Share options are granted to employees to acquire shares of the Bank. For option
schemes adopted before 2002, the option price was 95% of the average closing
price of the existing shares of the Bank for the last five business days immediately
preceding the date of offer. At the date of offer or the date of grant, no employee
benefit cost or obligation is recognised.

For option schemes adopted in and after 2002, the option exercise price equals
the fair value of the underlying shares at the date of grant. When the options are
exercised, equity is increased by the amount of the proceeds received. The fair
value of share options granted to employees is recognised as an expense in the
profit and loss account with a corresponding increase in a capital reserve within
equity. The fair value is measured at the grant date using the trinomial model,
taking into account terms and conditions upon which the options were granted.
Where the employees have to meet vesting conditions before becoming
unconditionally entitles to those share options, the total estimated fair value of
the share options is spread over the vesting period, taking into account the
probability that the options will vest. :

During the vesting period, the number of share options that is expected to vest is
reviewed. Any adjustment to the cumulative fair value recognised in prior years
is charged or credited to the profit and loss account for the year of the review
unless the original expenses qualify for recognition as an asset, with a
corresponding adjustment to the capital reserve. On vesting date, the amount
recognised as an expense is adjusted to reflect the actual number of share options
that vest (with a corresponding adjustment to capital reserve) except where
forfeiture is only due to not achieving vesting conditions that relate to the market
price of the Bank's shares.

The equity amount is recognised in capital reserve until either the option is
exercised (when it is transferred to share premium) or the option expires (when it
is released directly to retained profits).

(i)

(iv)
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Notes on the Accounts (continued)

RIENKE (F)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) T EE5H B X @

(r)

(s)

®
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Related Parties

For the purposes of these accounts, parties are considered to be related to the group
if the Group has the ability, directly or indirectly, to control the party or exercise
significant influence over the party in making financial and operating decisions, or
vice versa, or where the Group and the party are subject to common control or
common significant influence. Related parties may be individuals (being members of
key management personnel, significant shareholders and/or their close family
members) or other entities and include entities which are under the significant influence
of related parties of the Group where those parties are individuals, and post-
employment benefit plans which are for the benefit of employees of the Group or of
any entity that is a related party of the Group.

Segment Reporting

A segment is a distinguishable component cf the Group that is engaged either in
providing services (business segment), or in providing services within a particular
economic environment (geographical segment), which is subject to risks and rewards
that are different from those of other segments.

The Group has chosen business segment information as the primary reporting format
and geographical segment information as the secondary reporting format.

Segment revenue, expenses, results, assets and liabilities include items directly
attributable to a segment and those that can be allocated on a reasonable basis to
that segment. Segment revenue, expenses, assets and liabilities are determined before
intra-group balances and intra-group transactions are eliminated as part of the
consolidation process, except to the extent that such intra-group balances and
transactions are between Group enterprises within a single segment. The allocation
of revenue reflects the benefits of capital and other funding resources allocated to
the business or geographical segments by way of internal capital allocation and fund
transfer mechanisms. Inter-segment pricing is based on similar terms as those available
to other external parties.

Segment capital expenditure is the total cost incurred during the year to acquire
segment assets (both tangible and intangible) that are expected to be used for more
than one year.

Cash and Cash Equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise
balances with less than three months’ maturity from the date of acquisition including
cash, balances with banks and other financial institutions, treasury bills, other eligible
bills and certificates of deposit that are readily convertible into known amounts of
cash and which are subject to an insignificant risk of changes in value.
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Notes on the Accounts (continued)

BRIEHEE ()

3.

CHANGES IN ACCOUNTING POLICY EHBERE

@)

The HKICPA has issued a number of new and revised HKFRSs that are effective for
accounting periods beginning on or after 1st January, 2005.

The accounting policies of the Group after the adoption of these new and revised
HKFRSs have been summarised in Note 2. The following sets out information on the
significant changes in accounting policies for the current and prior accounting periods
reflected in these accounts.

The Group has not applied any new standard or interpretation that is not yet effective
for the current accounting period (see Note 50).

Restatement of prior periods and opening balances

The following tables disclose the adjustments that have been made in accordance
with the transitional provisions of the respective HKFRSs to each of the line items in
the consalidated profit and loss account and balance sheet and the Bank’s balance
sheet and other significant related disclosure items as previously reported for the
year ended 31st December, 2004. The effects of the changes in accounting policies
on the balances at 1st January, 2004 and 2005 are disclosed in Note 38.
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Notes on the Accounts (continued)

RENKE (F)

3. CHANGES IN ACCOUNTING POLICY (continued)

HEEEE @

(i) Effect on the consolidated accounts

Consolidated Profit and Loss Account the year ended 31st Decernber, 2004

() HEERAZEE
BZ2004F12 331 B LR 2 FABRER

Effect of new policy {increase/{decrease) in profit for the year)

BEHARITEENLL/ (A0))

2004 HK(SIC)
Previously HKFRS 2 Imterpretation 21 HKAS 1830 2004
Reported {Note 3(c) {Note 3(a) (Note 3(g) Sub-total As resiated
(ERUBREE (BEEHEED (EREHE
¢ : ERE L
THER ()] iRl At EE
HKS000 B4R HKSO00B%TT  HKSO00A%Tm  HKSO00ZEFr  HCS000A%TZ  HKEO00A%TT
Interest income HERA 5,682,080 - - (13,585) {13,585} 5,668,495
Interest expense HEVS: (2,054,505 - - - - (2,054,505
Net interest income 3621575 - - {13,585 (13,585) 3613990
Fee and commission income 1,506,604 - - - - 1,506,604
Fee and commission exaense {298,363) - - - - (298,363
Net trading profits 360,371 - - 13,585 13,585 373,95
Dther operating income 299,678 - - - - 299,678
Operating income 5,495,865 - - - - 5,495,865
Cperating expenses 2720431) {41,749 - - (81,749) (2.762,180)
Operating profit before impaiment
allowances/provisions 2775434 {41,749} - - (41,743) 2,733,685
Net charge for bad and doubtful debts (272,807) - - - - (272,807}
Provision for held-to-maturity debt
securities, investment securities
and assoclates {18,582 - - - - (18,582)
Wiite back of impairment loss
on bank premises 18538 - - - - 18,538
2,502,583 (41,749) - - (41,749) 2,460,834
Net profit on sale of investment
securities and associates 13,758 - - (13,758} (13,738} -
Net profit on sale of investment securities - - - 13,763 13753 13,763
Net loss on sale of subsiclanes/
associates - - - 65) {5) {5)
Net profit on disposal of fixed assets 15,239 - - - - 15,239
Revaluation surplus on investment properties 227,941 - - - - 227,941
Share of profits fess losses of associates 64,376 - B 4619 469 £8,995
Profit for the year before tagation 2823897 (41749) - 45619 (37,1:0) 1,786,767
Income tax (375,330) - (34,342) {4619) {389¢1) {414.291)
Profit for the year after tasation 2,448,567 (41,749) (34,342) - {76,091} 2,372,476
Minority interests PERRES {24787) - - 24767 24,767 -
Profit attributable to shareholders BRERER 2423300 (41,749) (34342) 24,767 (51,324} 23712476
Atirbutable t0: Ban
Equity holders of the Group TEERE 2423800 {41,749 (34342) - {76,091) 2,347,709
Mingrity interests LERREE - - - 14767 24,767 4,767
Profit after taxation BRkEY 2,423,800 {#1,749) (34342) 24767 (51,324 2,372,476
HKS 8% HKS 8 HKS 2% HKS B85 HKS #% HKS %
Famings per share SHREH
Basic =% 1.64 {0.03) {0.02) - {0.05) 59
Diluted i) 163 (003) {0.62) - (005} 5
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Notes on the Accounts (continued)

BRIENK EE (&)

Consolidated Balance Sheet as at 31st December, 2004 HR004F 12BN B2 RAEERER

Effect of new policy (increaser{decrsase) in net assets)
BEHDR YRREREENED)

2004 HK(SIC)
Previously HKFRS 2 Interpretation 21 HKAS 1&30 2004
Reported {Note 3(¢) (Note 3(d) {Note 3(g) Sub-toal As restated
(ERUBH=EN (EReHEND (EEgHEN
: 2% BEENY BIRREWE ‘
MHER GE2) (3 (#E3g) i CE
HK$'000 B8 T 70 HK$'000 8% 7 HK$'000 A& TR HK$'000 B8 T 7% HKS'000 A& T HKS'000 #ET7
ASSETS AE
Cash and balances with banks and RERERARAM
ather financial institutions LRERNES 39,877,738 - - (36,222,145) (36,222,145} 3,655,593
Placements with banks and other ESfREhER
finandial institutions BESER 92332,258 - - 32,051,148 32,251,148 42,083,406
Trade bils g5y 1,400,138 - - . - - 1400,138
Certificates of deposit held RESETE 2,446,947 - - (2446,947) (2,446,947 ) -
Trading assets R5RREE - - - 2,083,425 2,283,425 2,283,425
Other investments in securities EbBENE 8,563,367 - - 3,257,154 3,257,254 11,820,621
Advances to customers and other accounts  EPERRE4EE 122,948,653 - - (348,223 ) (348.223) 122,601,430
Investment securities hAzs 236,373 - - (236,373) (236373) -
Held-to-maturity investments EEEE 16,006,084 - - 1,461,861 1,461,861 17557945
Investments in assodiates BRLERE 725,963 - - - - 725963
Fixed essets BTk 5,607,750 - - - - 5,697,750
Goodwill s 2,448,156 - - - - 2,443,156
Deferred tax assets BREfEEE 95,119 - - - - 95,119
Total Assets EELE 210,369,546 - - - - 210,369,546
EQUITY AND LIABILITIES RRERRER
Deposits and balances of banks and other  $47REREBRE
finandial institutions NERRER 9,571,657 - - - ) - 9,571,657
Deposits from customers EPiR 163,737,665 - - - - 163,737,665
Trading liabiltes %AREAR - - - 1,191,858 1,191,358 1,191,358
Certificates of deposit issued DEAERE 4178623 - - - - 4178523
Current taxation | FEER ©179,369 - - - - 179,369
Deferred tax fiabilties EHpERE 694,924 - 34,342 - 34342 729,266
Other accounts and provisians EHEERER 5,843,048 - - (1,191,858) (1,191,858} 4,651,190
Loan capital BEER 4271124 - - - - 401,24
Total Libilities aEER 188,476,410 - 34,342 - 34,342 188,510,752
Share capital Bx 3,729,936 - - - - 3,729,996
Capital reserve - staff share BAEE-CRIEE
options issued a2 - 4749 - - 41,749 41,749
Other reserves EfbiE 13821618 - - - - 13,821,518
Retained profits el 4175867 {41,749) (34342} - (76,091) 4093776
Total equity attributable to equity holders ~ BEREBER
of the Group . EHeR 21727481 - (34342) - (34,342) 21693139
Minority interests SERRER 165,655 - - - - 165,655
Total Equity REEREE 21,893,136 - (34382) - {34342) 21,858 794
Total Equity and Liabilities FRERRRERS 210,369,546 - - - - 210,369,546
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Notes on the Accounts (continued)

RENKZ (&)

3. CHANGES IN ACCOUNTING POLICY (continued) EitHESE @

(i) Effect on Bank’s balance sheet iy HEERBERZVE
Balance Sheet as at 31st December, 2004 2004512831 BNEERER

Effect of new policy {increasefidecrease) in net assets)
FeIRR S EEREANED)

2004 HK(SIC)
Previously HKFRS 2 Interpretation 21 HKAS 1&30 2004
Reported {Note 3(c) {Note 3{d)) (Note 3(g)) Sub-total As restated
{ERaBHEE (BEEHED (ERERED
2% REENG FIRRENE
EER {300 {3 (Fz3g) it R
HK$'000 #% T HK$'000 8T HK$'000 ## T HK$'000 23+ HK$'000 #%Fit HK$'000 BT
ASSETS gE
Cash and batances with banks and other
finanial institutions 39492547 - - (36,032,091) (36,032,091} 3,860,456
Placements with banks and other financil
institutions 9824502 - - 32,068,851 32,062,851 41893353
Trade bills 1,399,484 - - - - 1399484
Certificates of deposit held 2,066,028 - - (2,066,028 (2,06€,028) -
Trading assets - - - 2,268,324 2,268,324 2,268,324
Advances to customers and other accounts 118461,234 - - (348,223} (348,223} 11811301
Amounts due from subsidiaries 2,055,864 - - - - 2,055,864
Other investments in Securities 7,769,381 - - 3223836 3223836 10,993,217
Investment securities 191,845 - - (191,845) (191,845) -
Held-to-maturity investments 15,317,160 - - 1077176 1,077,176 16,394,336
Investments in subsidiaries 1838237 - - - - 1838237
nvestments in associates 143,643 - - - - 143643
Figed assets 5,207,866 - - - - 5,207,866
Gondwil 1460292 - - - - 1,460,292
Deferred tax assets 84,942 - - - - 84,942
Total Assets BESE 205,313,085 - - - - 205,313,025
EQUITY AND LIABILITIES HRRERSE
Deposits and balances of banks and other S RARERME
finanial institutions 9476,018 - - - - 5,476,018
Deposits from customers 153,908 317 - - - - 153908317
Trading liabilities - - - 1,191,858 1,191,858 1,191,858
Certificates of deposit issued 6,378,623 - - - - 6,378,623
Amounts dye to subsidiaries 10,362,683 - - - - 10,362,683
Current taxation 152,030 - - - - 152,030
Deferred tax fiabilities BIEHEAS 683,765 - 34342 - 34342 718,107
Other accounts and provisions R FRRER 4162674 - - {1,191,8%8) {1,191,858) 2970816
Total Liabilities afEEE 185,124,110 - 3438 - 34342 185,158,452
Share capital fx 3,729,996 - - - - 3,729.9%
Capital reserve - taff share EXLE-CEIER
options issued e - 41,749 - - 41749 41,748
Other resrves Hiase 13516,810 - - - - 13,516,810
Retained profits EEEN 2,942,109 {41,749} (34342) - {76,091} 2,806,018
Total equity attributable to equity holders ~ BBREHR
of the Bank ] 20,188,915 - (34,342 - (34342) 20,154,573
Total Equity and Lisbilities FERRRBELE 205,313,025 - - - - 205,313,025
(b) Estimated effect of changes in accounting policies on the current period (b) BHERRSEHLEENMEHE
The following tables provide estimates of the extent to which each of the line items EERAEGERT U THoWERSMEY
in the consolidated profit and loss account and consolidated balance sheet and other BITRRDERER e A ERZE2005F 128
significant related disclosure items for the year ended 31st December, 2005 is higher NBLEEARSEERAGSAERER
or lower than it would have been had the previous policies still been applied in the REE#BAEBREEERE—HEHeE
year, where it is practicable to make such estimates. MR DG EHE -
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Notes on the Accounts (continued)

HRERE (5F)

(i) Effect on the consolidated accounts iy EELBRHIES
Estimated effect on the Consolidated Profit and Loss Account for the year ended %11;&:202/5%1 2ANHEFERZGaESE
31st December, 2005 BaEstge

Effect of new policy (increase/{decrease) in profit for the year)
FEBALYR ERERER/ B

HKISIC)
HKFRS 2 HKFRS3  Interpretation 21 HKAS 1&30 HKAS 32 & 39
Note 3(¢) Note 3(f) Note 3(d) Note 3(g) Note 3(e) Total
(GRNMERERN)  (ERpERLRN) (BHEHRA) {Braitel) ({EREHEND
£2% 3% BEENG E1ERE0N NBRENR
RED) CRE) GEE K EE] @y
HKS'000 #%¥n  HKS000 %HFm  HKS000 BYFL  HKS'000 ABFR  HKSO0008%FT  HKS000 #%F%
Interest income HEBA - - - - (459,320} (459,320}
Interest expense HexH - - - - 389,255 389,255
Net interest income BHEHA - - - - (70,065) {70,065 )
Fee and commissian income BHEBRASRA - - - - (1,735) (1,735)
Fee and commission expense BRBRASEH - - - - - -
Net trading profits LREEHEE - - - - {200,837) (200837}
Met result from financial instruments HeaBaRs
designated at {air value through NRRLATHEE
profit or loss SBRENSER - - - - 100,127 100,127
Other operating income HpEEp) - - - - - -
Operating income AR - - - - (172,510) (172510)
Operating expenses et (29,796) 146,551 - - - 116,755
Operating profit before mpaimment losses - #ABHERE
B (29,79 ) 146,551 - - (172,510) (55.755)
Impairment losses on foans and advances %‘m@w - - - - 261,278 11,278
Impaicment losses on held-to-matuy  REHERE
investments “gmE - - - - - -
mpaiment losseson avalebledorsde  ARMEERER
financial assets HERx - - - - - -
Irnpairment losses on assotiates BERERERL - - - - - -
{Chargelrite back of impairment foss m;'mﬁfé
on bank premises {8%)/0@ - - - . - _
(29,796 ) 146,551 - - 88,768 205,523
Net (losslprofit on sale of held-to-maturity  $EREIIBEER
investments (BB) /57 - - - - 62 62
Net profit on sale of avalleble-forsale  HETERESR
finandial assets BE7FEH - - - - - -
Net profitiloss) on sale of subsidiariey 1B H?a’“?/ BELE
associates : : - - - - - -
Net profit on sale of fixed assets H:%f] REZHE - - - - - -
Valuation gains on investment properties  E#&# - - - - - -
Share of profits less losses on associates  EHEE ’A‘Mﬂﬁ%ﬁ | - - {11,726) - {11.726)
Profit for the year before taxation FRERREANEY (29,796) 14,551 - (11.726) 88,830 193,859
Income tax itk - - {20115) 11,726 {9.242) (17,631)
Profit for the year after taxation FERRHEEH (29.7%) 146,551 (20.115) - 79,588 176,228
Atiribuitable to: TEER
Equity holders of the Group AEERE (29,79) 146,551 {20115) - 79,588 176,228
Minority interests PEEEE: - - - - - -
Profit atter taxation BREER (29,7%6) 146,551 (20,115) - 79,588 176,228
HKS % HKS 2% HKS % HKS 2% HKS % HKS 3%
Earnings per share REN
Basic 2.9 (0.02} 010 {0.01) - 0.05 0.12
Diluted i {002) 010 (0.01) - 0.5 012
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Notes on the Accounts (continued)

BRIEMZE ()

3. CHANGES IN ACCOUNTING POLICY (continued)

BHHEEE @

Estimated effect on Consolidated Balance Sheet as at 31st December, 2005

200512 831 BiFES
HEE
Effect of new policy (increase/{decrease) in total assets, total liabilities and total equity)

FEHEEYE(aE RERREREEEEN, (3))

BERARRZE

HK(SIC)
HKFRS 2 HKFRS3  Interpretation 21 HKAS 32 &39
Note 3(¢) Note 3(f) Note 3(d) Note 3(e} Total
(ERnBss (ERNBRE (EEEHEM {Eaate
REDE BRI BEENE ENERIIE
W30 GEE) BEE3(d) Hisle) 58
HK$'000 #%¥T 7 HK$'000 #%T5% HKS'000 BT HKS'000 BT HKS000 BETR
ASSETS i
Cash and balances with banks and other BEREBIRRMY
financial institutions SRBENET - - - - -
Placements with banks and other EFGRE
financial institutions BENOES - - - - -
Trade bills B5E% - - - - -
Trading assets TEEREE - - - 41,162 41,162
Financiz} assefs designated at fair value ErBEREIRS )
through profit or loss ATRENSETA - - - (80,827) (80,827)
Advances 1o customers and other accounts BEERREMER - - - 306,208 306,208
Avallable-for-sale financial assets AEEESHEE - - - - -
Held-to-maturity investments } - - - 62 62
Investments in associa’es - - - - -
Fixed dssets - - - -
Goodwil B - 146,551 - - 146,551
Deferred tax assets &%Uﬁéﬁ& - - - - -
Total Assets RESE - 146,551 - 266,605 413,156
EQUITY AND LIABILITIES E&‘ﬁﬁﬁ&ﬁﬁ
Deposits and balances of banks and other E 153
financial institutions - - - - -
Deposits from customers - - - - -
Trading liabilities - - - - -
Certificates of deposil issued uﬁ‘m: HE - - - (31.215) {31,215)
Current taxation FHHE - - - (3,021) (3,021)
Deferred tax liabilities BERERR - - 54,457 12,263 66,720
Qther accounts and provisions EHEERES - - - - -
Loan capital BEET - - - {149,739) (149,739)
Total Liabifities ke - 4! - 54,457 171,712) (117,255)
Share apital A - - - - -
Share premium REE pLi] - - - 240
Capital reserve - staff share aptions issued BREE-CETERANE 7,305 - - - 71305
Investment revaluation reserve REsEEE - - - 358,729 358,729
Other reserves ik - - - -
Retained profits BiEEd (11,545) 146,551 (54,457) 79,588 100,137
Total equity attributable to equity holders BEREERR
of the Group b - 146,551 (54,457) 438,317 530,411
Minorty interests DRIRER - ZL ) ) -
Total Equity BREREE - 146,551 (54,457) 438,317 530,411
Total Equity and Liabilities REESRAELE - 146,551 - 266,605 413,156
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Notes on the Accounts (continued)

BREMZ (E)

Estimated effect on net income recognised directly in consolidated equity for the HEZ005F12831BILEERGARR
year ended 31st December, 2005 HRETEERLRWA 7 EE e

Effect of new policy
(increase/(decrease) in equity)
HKAS39 (Note 3(e))
FastBRzyg
(REAE2 I, (HL))
(BB ERD F39% (ME3(e)
HK$'000 %7

Attributable to equity holders of the Group BENEERREER 358,729

Estimated effect on amounts recognised as capital transactions with owners of EE2005F12831 B L FERBREMRTRE
the Group for the year ended 31st December, 2005: FIRAER B EHERER

Effect of new policy
(increase/(decrease) in equity)
HKFRS2 (Note 3(c))
FeinRRzreg

(REEREEM (D))

(BB REEADE2R (HiE3)
HK$'000 ¥ T T

Attributable to equity holders of the Group BENEEREERS 29,796
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Notes on the Accounts {continued)

BRIR K aE (4&)

3. CHANGES IN ACCOUNTING POLICY (continued) SHBESE @

FITEERRBRRZEE
HR2005E12ANBEEEBRZEE

(i) Effect on Bank’s balance sheet (iiy

Estimated effect on the balance sheet as at 31st December, 2005

Effect of new policy (increase/(decrease) in total assets, total liabilities and total equity)

FeHRR2VE @R  RERRRERLHEN/(HY)

HK(SIC)
HKFRS 2 HKFRS3  Interpretation 21 HKAS 32 & 39
Note 3(c) Note 3(f) Note 3(d) Note 3(e) Total
(EEuggs (EANEES (EREHED {ERETED
BRhEa b))k REZNR ENRLE0%
B30 B H3(d) Ki3le) 85
HKS'000 % TR HKY000BMFm  HKS'000 #%¥x  HKS'000 B%TR  HKS'000 BRTx
ASSETS HE
Cash and balances with banks and other BeBEENREYS
financial institutions SEBENEE - - - - -
Placements with banks and other finangial ERTRAfER
institutions BEOFR - - - - -
Trade bills LS - - - - -
Trading assets RBELRE - - - 41,162 41,962
Finanial assets designated at fair value KEBERINURS
through profit o loss LTEENEETIA - - - (80,377) (80,377)
Advances to customers and other accounts EPEARAMER - - - 292,613 292,613
Amounts due from subsidiaries MBLARR - - - - -
Other investments in securities EB50E - - - - -
Avallable-for-sale financial assets ARHESREE - - - - -
Held-to-maturity investments REHERE - - - - -
Investments in subsidiaries WELTRE - - - - -
Investments in associates BELARE - - - - -
Fixed assets HrdE - - - - -
Goodwil AR - 96,662 - - 96,662
Deferred tax assets ELHEAE - - - - -
Total Assets AEDE - 96,662 - 253,398 350,060
EQUITY AND LIABILITIES RERERAR
Depasits and balances of banks and other FTRERL RS
financial institutions WERRES - - - - -
Deposits from customers BPER - - - - -
Trading Fiabilities RBEREE - - - - -
Certificates of deposit issued BEAERE - - - (31,215) (31.215)
Amount dus to subsidiaries RHBAAFE - - - - -
Current taxation KHHE - - - (3.148) (3,146)
Deferred tax iabilities ERnERE - - 54,457 14,687 69,144
Gther accounts and provisions ERERRES - - - - -
Loan capital BERA - - - (143,739} (149,739)
Total Liabilities AEEE - - 54,457 (169,413) {114,956)
Share capital iy - - - - -
Share premium firaR 200 - - - 240
Capital reserve ~ staff share options issued BEEE-BRIERARE 71,305 - - - 71,305
Investment revaluation reserve REEEEE - - - 345,273 345,273
Other reserves EpEE - - - - -
Retained profits AT (71,545) 96,662 (54,457) 77538 48198
Total equity attributable to equity holders BEARAER
of the Bank Engs - 96,662 (54,457) 422,811 465,016
Total Equity and Liabilities BRERRBELE - 96,662 - 253,393 350,060
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Notes on the Accounts (continued)

BRERZ (F)

Estimated effect on net income recognised directly in Bank's equity for the year HEE2005F 12831 B L FERRITREEL
ended 31st December, 2005: . HEREERNERAZETEE

Effect of new policy
(increase/(decrease) in equity)
HKAS39 (Note 3(e))
FaEHNBRR2EE
(BERERE I/ B
(BB ERN E39% (k3 (e))
HK$000 &% Tt

Attributable to equity holders of the Bank BERBITREER 345,273
Estimated effect on amounts recognised as capital transactions with owners of BZE2005F12 A31 B L FEHERMERTREGE
the Bank for the year ended 31st December, 2005: TREZT B2 EHHEEHE

Effect of new policy
(increase/(decrease) in equity)
HKFRS2 (Note 3(c))
FearrnRzpe

(RERERBM/ (BD))
(BHEVEREERHE2H 53 ()
HK$'000 B¥+

Attributable to equity holders of the Bank BBRRTREEN 29,796
(c) Staff share option scheme () EERRTH
in prior years, no amounts were recognised when employees (which term includes ERAFE  BEFASEEEE (RIEER)EER
directors) were granted share options over shares in the Bank. If the employees chose BARBITRA RN RS - MERBRITRR
to exercise the options, the nominal amount of share capital and share premium iRiE - DREEETARERBDERRES
were credited only to the extent of the option’s exercise price receivable. SHWABRKRRETEONBRSE -
With effect from 1st January, 2005, in order to comply with HKFRS 2 “Share-based 200551 18 - RR(EBHBBEEL)
Payment", the Group recognises the fair value of such share options as an expense in SR (RHEST Y] - ARDERERENLTE
the profit and loss account. A corresponding increase is recognised in a capital reserve ERBZBEARRASIN  MERRERAN
within equity. ERFEFEEBERNEMN -
Where the employees are required to meet vesting conditions before they become REEBEAFAESHENBREFREUES LR
entitled to the options, the Group recognises the fair value of the options granted # TEERBRERBHANERELRHE
over the vesting period. =
if an employee chooses to exercise options, the related capital reserve is transferred HESBEBITERIE  BRNETEEER
to share capital and share premium, together with the exercise price. If the options IEEE AR R E IR - Rk
lapse unexercised the related capital reserve is transferred directly to retained earnings. WAREITHE - BENEAEAEREEARE
A
The new accounting policy has been applied retrospectively with comparatives restated IHFEHHERENRASN  BAEMREE
in accordance with HKFRS 2, except that the Group has taken advantage of the BB ERRDFE2HESIRNBFEM IR
transitional provisions set out in paragraph 53 of HKFRS 2 under which the new RE T RERAF R R BEEN
recognition and measurement policies have not been applied to the following grants CHRB(EAVBREEE2FNERERL
of options: BHTF -
()} all options granted to employees on or before 7th November, 2002; and M EBAEE2002E1MATELMFCIRTIER
HRRE R
(i) all options granted to employees after 7th November, 2002 but which had vested (iy EREE2002F 1M B7BARETRENR
before 1st January, 2005. ARHEIE 20051 B 1B R B -
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Notes on the Accounts (continued)

RIERZ (B

3. CHANGES IN ACCOUNTING POLICY (continued) i HESE

No adjustments to the opening balances as at 1st January, 2004 are required as no
options existed at that time which were unvested at 1st January, 2005.

The amount charged to the profit and loss account as a result of the change of policy
increased staff costs for HK$29,796,000 (2004: HK$41,749,000), with the
corresponding amounts credited to the capital reserve.

Details of the Staff Share Option Schemes can be found in Note 36.

(d) Investment properties

In prior years the Group was required to apply the tax rate that would be applicable
to the sale of investment properties to determine whether any amounts of deferred
tax should be recognised on the revaluation of investment properties. As there would
have been no tax payable on the disposal of the Group's investment properties, no
deferred tax was provided in prior years.

As from 1st January, 2005, in accordance with HK(SIC) Interpretation 21 “Income
Taxes — Recovery of Revalued Non-depreciable Assets”, the Group recognises deferred
tax on movements in the value of investment properties using tax rates that are
applicable to the properties’ use, if the Group has no intention to selt them and the
properties would have been depreciable had the Group not adopted the fair value
model.

HK(SIC) Interpretation 21 has been adopted retrospectively by reducing the opening
balance of retained earnings as of 1st January, 2005 by HK$34,342,000 (1st January,
2004: Nil) and increasing deferred tax liabilities by the same amount.

Financial instruments

-~

(e
(i) Financial instruments (Note 2(f))

In prior years, the accounting policies for certain financial instruments were as
follows:

- securities which were intended to be held on a continuing basis, and which
were held for an identified long-term purpose were classified as investment
securities and stated at cost less provisions for diminution in value;

- other investments in securities were securities which were not classified as
held-to-maturity debt securities nor as investment securities, and were stated
at fair value with changes in fair value recognised in the profit and loss account;
and

- derivative financial instruments entered into by management to hedge risks
arising from an underlying asset, liability (or a net position) or a committed
future transaction were recognised on equivalent basis to the position or
transaction being hedged.

From 1st January, 2005, the Group has adopted HKAS 32 “Financial Instruments:
Disclosure and Presentation” and HKAS 39 “Financial Instruments: Recognition
and Measurement” and classified financial instruments under the following
categories: fair value through profit or loss, loans and receivables, held-to-maturity
investments, available-for-sale financial assets and other financial liabilities as set
out in Note 2(f).
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Notes on the Accounts (continued)

BRIEHEE (&)

(i) Derivatives and hedge accounting (Notes 2{f) and (g}

(iii

=

In pricr years, the accounting for derivatives was dependent upon whether the
transactions were undertaken for trading purposes or as part of the management
of asset and liability portfolios.

Derivatives used for trading purposes

Transactions undertaken for trading purposes were marked to market and the
net present value of the gain and loss arising was recognised in the profit and
loss account as dealing gains and losses, after appropriate deferrals for the
unearned credit margin and future servicing costs.

The fair value of derivatives that were not exchange-traded was estimated at the
amount that the Group would receive or pay to terminate the contract at the
balance sheet date taking into account current market conditions and the current
creditworthiness of the counterparties.

Derivatives used for asset and liability management purposes

Derivatives used for this purpose were accounted for as hedge and were valued
on an equivalent basis to the underlying assets, liabilities or net positions which
they were hedging. Any profit and loss was recognised on the same basis as that
arising from the related assets, liabilities or net positions.

Any gain or loss on termination of hedging derivatives was deferred and amortised
to the profit and loss account over the original life of the terminated contract.
Where the underlying asset, liability or position was sold or terminated, the
hedging derivative was immediately marked to market through the profit and
loss account.

With effect from 1st January, 2005, in order to comply with HKAS 39, the Group
has changed its accounting policies relating to derivatives and hedge accounting
to those set out in Note 2 (f) and (g) respectively.

Impairment of financial assets
Loans and receivables

In prior years, provisions were made against specific loans and advances as and
when the Credit Committee had doubts about the ultimate recoverability of
principal and interest in full.

Specific provisions represented the quantification of actual and expected losses
from identified accounts.

Other than where provisions on smaller balance homogeneous advances were
assessed on a portfolio basis, the amount of specific provision raised was assessed
on a case by case basis. Specific provisions were made against the carrying amount
of advances that were identified as being in doubt based on regular reviews of
outstanding balances to reduce these advances, net of any collateral, to their
recoverable amounts.

Where specific provisions were raised on a portfolio basis, the level of provisioning
took into account management’s assessment of the portfolio’s structure, past
and expected credit losses, business and economic conditions, and any other
relevant factors.

(i

(i)
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Notes on the Accounts (continued)

RIEME (&)

3. CHANGES IN ACCOUNTING POLICY (continued)

ST BERESE @
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{iv

=

General provisions augmented specific provisions and provided cover for loans
which were impaired at the balance sheet date but which would not be identified
as such until some time in future. The Group maintained a general provision
which was determined taking into account the structure and risk characteristics
of the Group’s loan portfolio and the expected loss of the individual components
of the loan portfolio based primarily on the historical loss experience.

With effect from 1st January, 2005, in order to comply with HKAS 39, the Group
has changed its accounting policies relating to impairment on loans and advances
o customers as set out in Note 2(k).

Other financial assets

In prior years, financial assets other than loans and advances, were reviewed on
each balance sheet date to determine whether there was any indication of
impairment.

If the recoverable amount of the asset was estimated to be less than its carrying
amount, the carrying amount of the asset was reduced to its recoverable amount
and the impairment loss was recognised in the profit and loss account.

With effect from 1st January, 2005, in order to comply with HKAS 39, the Group
has changed its accounting policies relating to impairment of investments in
debt and equity securities, and impairment of other financial assets as set out in
Note 2¢k).

Interest recognition on impaired loans

In prior years, [oans were not reclassified as accruing until interest and principal
payments were up-to-date and future payments were reasonably assured. Where
the probability of receiving interest payments was remote, interest was no longer
accrued. Where the loan had no reasonable prospect of recovery, the foan and
refated suspended interest were written off.

With effect from 1st January, 2005, in order to comply with HKAS 39, the Group
has changed its accounting policies relating to interest income recognition as set
out in Note 2(e).

Description of transitional provisions and effect of adjustments

The change in accounting policies of the above items were adopted by way of
opening balance adjustments to certain reserves and redesignation of financial
instruments as at 1st January, 2005. As a result of these opening balance
adjustments, the retained profits of the Group as at 1st January, 2005 has been
increased by HK$595,788,000. Comparative amounts have not been restated as
this is prohibited by the transitional arrangements in HKAS 39.

The adjustments for each accounts line of the Group and the Bank affected for the
years ended 31st December 2005 and 2004 are set out in Note 3{(a) and (b).

(iv)
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Notes on the Accounts (continued)

WREKZ (EF)

{f) Amortisation of goodwill

In prior periods, positive goodwill which arose on or after 1st January, 2001 was
amortised on a straight line basis over its useful life and was subject to impairment
testing when there were indications of impairment.

With effect from 1st January, 2005, in accordance with HKFRS 3 “Business
Combinations” and HKAS 36 “Impairment of Assets”, the Group no longer amortises
positive goodwill. Such goodwill is tested annually for impairment, including in the
year of its initial recognition, as well as when there are indications of impairment.
tmpairment losses are recognised when the carrying amount of the cash generating
unit to which the goodwill has been allocated exceeds its recoverable amount.

Also with effect from 1st January, 2005 and in accordance with HKFRS 3, if the fair
value of the net assets acquired in a business combination exceeds the consideration
paid (i.e. an amount arises which would have been known as negative goodwill
under the previous accounting policy), the excess is recognised immediately in the
profit and loss account as it arises.

The new policy in respect of positive goodwill has been applied prospectively in
accordance with the transitional arrangements under HKFRS 3. The adjustments for
each accounts line of the Group and of the Bank affected for the year ended 31st
December, 2005 are set out in Note 3(b).

(g) Changes in presentation

(i) Presentation of profit and loss account and balance sheets

In prior years, there were no specific accounting standards governing the
presentation of the accounts of banks. Management, having regard to the overall
clarity and the disclosure reguirements of the Hong Kong Monetary Authority,
exercised its judgement in deciding on the relative prominence given to each
item presented on the face of the profit and loss account and balance sheets. As
a result, certificates of deposit held were separately presented on the face of the
balance sheets. Treasury bills (including Exchange Fund Bills) and money at call
and short notice (representing placements with banks and other financial
institutions maturing within one month) were included in cash and short-term
funds with treasury bills being presented separately as held-to-maturity and other
investrnent in securities according to the previous SSAP 24. Other assets were
included in advances to customers and other accounts less provisions.

With effect from 1st January, 2005, in order to comply with HKAS 30 "Disclosures
in Financial Statements of Banks and Similar Financial Institutions” and to take
into account the measurement basis that has been applied, the Group has changed
its presentation of certain items on the face of the profit and loss account and
balance sheets. Treasury bills (including Exchange Fund Bills) and certificates of
deposit held are included in the four categories of financial instruments under
HKAS 39. Placements with banks and other financial institutions maturing within
one month are included in placements with banks and other financial institutions.
These changes in presentation have been applied retrospectively with comparatives
reclassified as shown in Note 3(a).
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Notes on the Accounts (continued)

FRIBEHaE (&)

3. CHANGES IN ACCOUNTING POLICY (continued) EFBEEE @

With effect form 1st January, 2005, in order to comply with HKAS 30 and to
assist in an understanding of the performance of trading in financial instruments,
the Group has grouped income and expenses arising from trading in financial
instruments together in the profit and loss account. Interest income, interest
expense and dividend income arising from trading assets and trading liabilities
are reclassified from “Interest income”, “Interest expense” and "Other operating
income” respectively to “Net trading profits”. Similar income and expenses arising
from financial instruments designated at fair value through profit or loss are
reclassified from the relevant captions to “Net result from financial instruments
designated at fair value through profit or loss”.

(ii) Presentation of shares of associates’ taxation

In prior years, the Group's share of taxation of associates accounted for using the
equity method was included as part of the Group’s income tax in the consolidated
profit and loss account. With effect from 1st January, 2005, in accordance with
the implementation guidance in HKAS 1 “Presentation of Financial Statements”,
the Group has changed the presentation and includes the share of taxation of
associates accounted for using the equity method in the respective shares of
profit or loss reported in the consolidated profit and loss account before arriving
at the Group’s profit before tax. These changes in presentation have been applied
retrospectively with comparatives restated as shown in Note 3(a).

(iii

Minority interests

In prior years, minority interests at the balance sheet date were presented in the
consolidated balance sheet separately from liabilities and as deduction from net
assets. Minority interests in the results of the Group for the year were also
separately presented in the profit and loss account as a deduction before arriving
at the profit attributable to shareholders.

With effect from 1st January, 2005, in order to comply with HKAS 1 and HKAS
27 "Consclidated and Separate Financial Statements”, minority interests are
presented in the consolidated balance sheet within equity, separately from the
equity attributable to the equity holders of the Group, and minority interests in
the results of the Group for the period are presented on the face of the
consolidated profit and loss account as an allocation of the total profit for the
period between the minority interests and the equity holders of the Group.

The presentation of minority interests in the consolidated balance sheet, profit
and loss account and summary statement of changes in equity for the comparative
period has been restated accordingly.

(h) Definition of related parties

As a result of the adoption of HKAS 24 "Related Party Disclosures”, the definition of
related parties are disclosed in Note 2(r) has been expanded to clarify that related
parties include entities that are under the significant influence of a related party that
is an individual {i.e. key management personnel, significant shareholders and/or their
close family members) and post-employment benefit plans which are for the benefit
of employees of the Group or of any entity that is a related party of the Group. The
clarification of the definition of related parties has not resulted in any material changes
to the previously reported disclosures of related party transactions nor has it had any
material effect on the disclosure made in the current year, as compared to those that
would have been reported had SSAP 20 still been in effect,
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Notes on the Accounts (continued)

RRIENE ()

4. INTEREST INCOME F|E2WA

2005 2004

Restated 4%

HK$'000 BS TR HK$'000 HHE+7

Listed securities +ES 103,979 108,081

Others Hifh 7,702,555 5,560,414

Total interest income per profit and loss account FIBUL N B EE (1B SERTIT) 7,806,534 5,668,495

Interest incorne on trading assets {Note 7) REEREENRRRARE HED 26,450 13,585

Interest income on interest rate swaps (Note 7) FiRtEHE KT SMA BIET) 505,690 -
Interest income on financial assets designated FEAHBRBEURBLTEE

at fair value through profit or loss (Note 8) EREENHF LA FIFS) 410,386 -

Total interest income on all financial assets ESREAENTIBRALE 8,749,060 5,682,080

LEBBERESREENRTANEBE
45,648,0007T - EFBEHZE2005F128318
LFEERRERRZFEITINEEBE

Included above is interest income accrued on impaired financial assets of
HK$45,648,000 which includes interest income on unwinding of discount on loan
impairment losses of HK$4,753,000 (Note 25(b)) for the year ended 31st December,

2005,

. INTEREST EXPENSE FE 3% H

4,753,0007T (Fid5E25(0) -

2005 2004
HK$'000 E# T 5t HK$000 % Tt
Customer deposits, deposits of banks and other EFPES - RO RELER
financial institutions and certificates of deposit BENERREBIIERE
issued which are stated at amortised cost BB T GAB SRR 4,035,540 1,714,979
Interest expense on Subordinated Notes EEEBNMEZY
held at amortised cost AR AR - 325,627
Other borrowings HipfEm 10,736 13,899
Total interest expense per profit and loss account MEXLRE WRREIT) 4,046,276 2,054,505
Interest expense on interest rate swaps (Note 7) FIREBSOHFIEZHHIETD 389,255 -
Interest expense on financial liabilities designated EERBRABIURBRATER
at fair value through profit or loss (Note 8) SRAEFENFEXE HiES) 579,757 -
Total interest expense on all financial liabilities FHEeBRABENFIESTHER 5,015,288 2,054,505
. FEE AND COMMISSION INCOME BREERBSWA
Fee and commission income arises from the following services: EETHREABEERES YA
2005 2004
HK$'000 #%F % HK$'000 BT
Corporate services EERR 477,421 391,262
Loans, overdrafts and guarantees R EIRER 295,346 358,838
Credit cards ERF 236,030 204,668
Other retail banking services ERZBERTRG 134,710 111,614
Trade finance EPRE 102,458 116,965
Securities and asset management EHFNAEER 192,285 192,974
Others Ei 158,750 130,283
Total fee and commission income BHRRASWASE 1,598,000 1,506,604
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Notes cn the Accounts {continued)

RIERZ (&)

. NET TRADING PROFITS X Z%5FIF5E

2005 2004

Restated &

HK$'000 B+  HK$'000 BETT

Profit on dealing in foreign currencies IEEEET 293,842 160,636

Profit on trading securities RERBERERN 106,207 152,050

Profit on other dealing activities EMEEREHA 22,122 47,685
Interest income on trading assets (Note 4) REBREERNBNA HiZa

— listed — £ 1,224 387

~ unlisted —Fr 25,226 13,198

Interest income on interest rate swaps (Note 4) FIEBHBEHNF M R4 505,690 -

Interest expense on interest rate swaps (Note 5) FIEF B LM FS T (i) (389,255) -

Dividend income from listed trading securities IHRSRRESRELA 10,968 -

Total net trading profits BZ AR EE 576,024 373,956

. NET RESULT FROM FINANCIAL INSTRUMENTS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS

EERERBRURRATFEESHTANERR

2005 2004
HK$ 000 &+ 5 HK$'000 B% T 7%
Net gains SEEF| 126,480 ~
Interest income (Note 4) FBHRA (Bitcka)
- listed il 168,763 ~
- unlisted —3ELEm 241,623 -
Interest expense (Note 5) F BT (i 5E5) (579,757) ~
Dividend income from listed securities FEIBERBUWA 345 ~
(42,546) -
. OTHER OPERATING INCOME H A& WA
2005 2004
HKS$'000 B%F R HK$'000 B%&F T
Dividend income from available-for-sale financial assets A& HEESHEERARA
- listed il 8,382 -
- unlisted —3 Lt 25,771 -
Dividend income from other investments in securities EftZHRERSUA
- listed — kT - 28,333
- unlisted —3ELT - 14,627
Rental from safe deposit boxes REBERSUA 85,269 85,346
Net revenue from insurance activities RIBERFUA 88,759 87,656
Rental income on properties WERSUA 43,194 45,998
Qthers Hit 39,323 37,718
Total other operating income EfigEl N8 290,698 299,678
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10.OPERATING EXPENSES &%

Notes on the Accounts (continued)

REMGE (E

2005 2004
Restated &1
HK$'000 B%Fx HK$'000 BE T

Contributions to defined contribution plan* FRER MBS HR 107,372 103,478
Equity-settled share-based payment expenses RS 29,796 41,749
Salaries and ather staff costs HEREMEIRE 1,461,300 1,328,711
Total staff costs BTRARER 1,598,468 1,474,938
Premises and equipment expenses
excluding depreciation TOEFENPERRESD
- Rental of premises -hEfs 164,558 142,542
- Maintenance, repairs and others —RE - BEREY 243,649 205,168
Total premises and eguipment expenses TRETENMER
excluding depreciation BB HESE 408,207 347,710
Depreciation on fixed assets (Note 31) BREENE (A3 258,563 243,961
Amortisation of goodwill [k 2! - 143,875
Other operating expenses HugEsin
- Communications, stationery and printing ~EB8 - A RIR 175,134 159,047
- Legal and professional fees —ERREEREEA 112,116 89,127
- Advertising expenses -ELEH 124,962 87,820
~ Business promotions and business travef —EBHRBEREBIRE 48,726 50,119
- Card related expenses -EREARZH 57,352 41,104
- Stamp duty, overseas and PRC*< —EIfER B RAPEARARE
business taxes, and value added taxes EEB RIBER 52,882 21,440
- Insurance expenses —RiE 13,469 14,035
- Debt securities issue expenses ~BIEBESEE 14,824 7,800
- Bank charges ~ROTUE 3,937 7,296
- Administration expenses of secretarial business -~ HBEBNTHER 12,330 7,159
- Membership fees ~-2REA 5,299 5,126
- Bank licence ~BITRRE 3,082 4,655
- Audit fee - ZHMHe 5,198 4,123
~ Donations —1BR 8,436 2,043
~ Others ~Hfh 85,062 50,802
Total other operating expenses Eges s 722,809 551,696
Total operating expenses*** SR HEE 2,988,047 2,762,180

*  Forfeited contributions totalling HK$S5,751,000 (2004: HK$3,810,000) were utilised to reduce
the Group's contribution during the year. There were no forfeited contributions available for

reducing future contributions at the year end (2004. Nil).

**  PRC denotes the People’s Republic of China.

* FRAL 2 SIS, 751,0005T (2004 ¢
FEIE3,810,0005T) S BIES L HEBIHRE -
B A OF A T SR TR AT
T IEH 2 (50 CO04%E - f&) -

=+ Included in operating expenses are direct operating expenses of HK$10,381,000 (2004: ey EEEES O EESURNRENEE
HK$13,374,000) in respect of investment properties which generated rental income during SRS - RS BEH10,381,0005T
the year. (20044 : JB#£13,374,000T)
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Notes on the Accounts (continued)

RER T ()

11.IMPAIRMENT LOSSES ON LOANS AND ADVANCES/NET CHARGE FOR BAD AND DOUBTFUL DEBTS

ERRERR ERERESH

2005 2004 |
HK$'000 A% T HK$'000 A F 7T

Net charge for impairment losses and allowances/
bad and doubtful debts on loans and advances
Individual impairment foss

BRRERRRERFER
FBEEXHER
BEREERR

— new provisions (Note 22 and 25(b)) —~ B (MsE22 R25(0) 530,594 -
- releases ~E# (141,834) - }
— recoveries (Note 22 and 25(b)) ~ g (BTEE22 RR25(0)) (176,140) -
212,620 -
Collective impairment foss (Note 22 and 25(b})) sREEES IRk 0 T
- new provisions ~FEE 143,297 -
~ releases ~E% (214,432) -
(71,135) -
Specific provisions R
- new provisions (Note 22 and 25(b)) — #2222 25(b) - 410,536
- releases — @ - (37,072)
- recoveries (Note 22 and 25(b)} — e Bl (M ¥ 22 % 25(b)) - (17_0,45%) _
- 203,012
General provisions (Note 22 and 25(b)) — IR (22 R 250)
- new provisions —¥TEE - 162,182
- releases —E#& - {92,387)
- 69,795
Net charge to profit and loss account REGRTHTE 141,485 272,807

12.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS HETHEESHEE 2 FHF

2005 2004
HK$'000 BH ¥ T HK$°000 B T 7t

EERpEN 6,983 ~

wal

Profit arising in current year INE
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Notes on the Accounts (continued)

REKZ (&)

13.INCOME TAX Fri8

(a) Taxation in the consolidated profit and loss account represents: (a) FREBRBEABER:

2005 2004
Restated &3
HK$000 B8 F T HK$'000 f&¥FiT
Current tax - provision for Hang Kong Profits Tax AERIE -~ BENETER
Tax for the year (Note 33(a)) A RIS (TE330)) 366,845 297,723
Qver-provision in respect of prior years EEEFBEBR (107,005) (351)
259,840 297,372
Current tax — overseas FEHE-E
Tax for the year TEERE 130,138 52,279
QOver-pravision in respect of prior years EEERERE {19,103) _ (23,094)
111,035 29,1_85
Deferred tax (Note 33(b)) SRERE (FEE33(00)
Origination and reversal of temporary differences LRt RRELRER 35,872 53,392
Movements in the value of investment properties BAMEEEL B 20,115 34,342
55,987 87,734
426,862 414,291

The provision for Hong Kong Profits Tax is calculated at 17.5% (2004: 17.5%) of the
estimated assessable profits for the year. Taxation for overseas branches and
subsidiaries is charged at the appropriate current rates of taxation ruling in the relevant

BENBRELERNAEERMBRBERR
E17.5% (20044F : 17.5%) 5T o [GHNHIEE
AR REEEFERRORITHR R

countries. He
(b) Reconciliation between tax expense and accounting profit at applicable tax (b)) TIBRBUER BRETRABREAREH TN
rates el o)
2005 2004
Restated B
HK$'000 B8 ¥ 7 HK$'000 &+
Profit before tax BB ATRM 3,212,843 2,786,767
Notional tax on profit before tax, calculated
at the rates applicable to profits in the tax EREERERERFSH
jurisdictions concerned HEHERBATERNERRE 566,717 458,137
Tax effect of non-deductible expenses TR BOHET & 96,965 64,760
Tax effect of non-taxable revenue BRRBURAHTESLE (126,902) (89,356)
Tax effect of tax losses not recognised RERORBATAYE 25,973 11,384
Recognition of deferred tax assets
on prior year tax losses BERBRDAREHERE (5.660) (24,797)
Qver provision in prior years GEERERAH (126,108) {23,445)
Tax benefits derived from leasing partnerships BRSBRANHEENR (4,847) (38,633)
Others it 724 _ 56,241
Actual tax expense TRREL 426,862 414,291
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Notes on the Accounts (continued)

AN E (F)

14.PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE GROUP £ BERFE (L8R |

ERBEERRGSERRERT ARITERER /
PEYRRIERD 613,939,000 (2004E (B |
$R) - E¥1,994,734,0007T) °

BEEEREFE e IR

The consolidated profit attributable to equity holders of the Group includes a profit
of HK$2,613,339,000 (2004 (restated): HK$1,994,734,000) which has been dealt
with in the accounts of the Bank.

Reconcitiation of the above amount to the Bank’s profit for the year
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2005 2004
Restated £
HK$'000 BT HK$'000 % Tt i
|
Amount of consolidated profit attributable to B ARTHBRRZ 1
equity holders dealt with in the EHRBEERE |
Bank’s financial statements T REF 2,515,551 1,855,210
Final dividends from subsidiaries and associates REAEFEMBRTRBERT
attributable to the profits of the previous B FERE  TEEEA
financial year, approved and paid during the year A TR 98,388 ~ _13_9,524 ~
Bank's profit for the year FRITERAERN 2,613,939 1,994,734
15.DIVIDENDS R E
(a) Dividends attributable to the year (a) BEZXEFERE
2005 2004
HK$ 000 B4+ HK$'000 E& T
Interim dividend declared and paid of BERRFE(1,503,416,1198 &0
HK$0.33 per share on 1,503,416,119 shares FEH0.3370 8 BRRRE (20045
(2004: HK$0.28 per share on 1,480,480,902/ 83275 1%0.287T)
1,480,480,902 shares) (Note 38(1)) (HI7E38() 496,127 414,535
Final dividend paid in respect of the previous XREEE R RIFT
financial year on shares issued under R B SR E AR
the share option schemes subsequent R EIBITRON
to the balance sheet date and before LEEEREHR80T
the close of the Register of Members HRERRE (200445 ¢
of the Bank, of HK$0.80 (2004: HK$0.62) EHE%0.627T) 1,702 885
Final dividend proposed after the balance EEERRRENRERE
sheet date of HK$0.93 per share on 1,510,229,87 1 lRERE0.937C
1,510,229,871 shares (2004: HK$0.80 (20044 : 1,491,998,551/%
per share on 1,491,998,551 shares) FHER0.80TT) - 1,404,514 1,193,599
1,902,343 1,609,019

The final dividend proposed after the balance sheet date has not been recognised as

a liability at the balance sheet date.

(b} Dividends attributable to the previous financial year, approved and paid during

EREAGRNBERABRE B RN EERR

RRAME-

(b) REEHRERINELEFERE

the year
2005 2004
HK$'000 B%F7%  HK$'000 B ¥
Final dividend in raspect of the previous REEKERER1,491,998,5511%
financial year, approved and paid during FRE0.807EE
the year, of HK$0.80 per share on LEERBRE
1,491,998,551 shares (2004: HK$0.62 per share (2004%:1,467,453,5258%
on 1,467,453,525 shares) BRREE0.627T) 1,193,599 909,821




Notes on the Accounts (continued)

BRIEN A (E)

16.EARNINGS PER SHARE #EREF|

(a) Basic earnings per share

The calculation of basic earnings per share is based on earnings of HK$2,748,725,000
(2004 (restated): HK$2,347,709,000) and on the weighted average of 1,502,313,852
(2004: 1,479,171,460) ordinary shares outstanding during the year, calculated as
follows:

() BRESBT
BRERBFITIRBRFIES2,748,725,0007
(20044 (B3R) : EE2,347,709,0005T) REE
B IE T I801,502,313,85268
(20044F : 1,479,171,46008) 515 -

Weighted average number of ordinary shares ERIRD RIS
2005 2004
Number of Shares Number of Shares
ROBE BnEa
Issued ordinary shares at 1st January M A ENEETEER 1,491,998,551 1,467,453,525
Effect of share options exercised and
shares issued in lieu of dividends (Note 37) BERBEEUBRENE 10,315,301 11,717,935
Weighted average number of ordinary shares
at 31st December W12 831 B EERH A MET IO 1,502,313,852 1,479,171,460

(b

o)

Diluted earnings per share

The calculation of diluted earnings per share is based on earnings of
HK$2,748,725,000 (2004 (restated): HK$2,347,709,000) and on 1,506,328,927
(2004: 1,486,243,795) ordinary shares, being the weighted average number of
ordinary shares outstanding during the year, adjusted for the effects of all dilutive
potential shares.

Weighted average number of ordinary shares {diluted)

(b) SREEER
SREE R R T ERE FBE2,748,725,0007T
(2004% (B4R) - #%E2,347,709,00078) R ALAT
EABECASYENTRRERBREIN
B (7 89 B 39 811,506,328,927 3% (2004
£ 11,486,243, 79588) T -

TR AT R (B

2005 2004
Number of Shares Number of Shares
BRH®E TinEE
Weighted average number of ordinary shares
at 31st December R1I2E3BEBRONMETE S 1,502,313,852 1,478,171,460
Effect of deerned issue of ordinary shares
under the Bank’s share option scheme BRERBEHBBTERT
for nil consideration ERNETRROZEE 4,015,075 7,072,335
Weighted average number of ordinary shares PZAEEREGL
(dituted) at 371st December MEF I ) 1,506,328,927 1,486,243,795
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Notes on the Accounts (continued)

FRIENRaE (4F)

17.DIRECTORS’' REMUNERATION ES#$

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong BEER(RTHEIDE 16 FRELHESMHSE
Companies Ordinance is as follows: mT
Salaries, Retirement
allowances and Discretionary scheme 2005
Directors’ fees  benefits in kind bonuses Share option contributions Total
Be 28
ik kR BBEL Editd BRTER a8
HKS000 % T HKS000 B+ HKS'000 B%F7  HKS'000 B%TR  HKS000 BETE  HK$O000 BETR
Chairman and
Chief Executive TRRTRER
Dr. The Hon, Sir David
Li Kwok-po TEBEL 210 7216 14,632 941 666 23,665
Executive Directors HIEE
Mr. Joseph PANG Yuk-wing  E/3%%4 100 3,092 3,763 850 285 8,090
Mr. CHAN Kay-cheung BHESE 100 3,002 3,763 850 285 8,090
Non-executive Directors FUTES
Dr. LI Fook-wo TERELT 10 - - - - 10
Dr. The Hon. Simon
LI Fook-sean ERERT 130 - - - - 130
Mr. Aubrey LI Kwok-sing FRELE 120 - - - - 120
Or. William MONG Man-wal  SREEL 100 - - - - 100
TanriDr KHOO Key-peng B 2E#EL 100 - - - - 100
Mr. Richard LI Tzar-kai FEELE 100 - - - - 100
Independent
Non-executive Directors  BUHHTES
Mr, WONG Chung-hin BEELE 10 - - - - 110
Dr, LEE Shau-kee ThBEEL 110 - - - - 110
Dr. Allan WONG Chi-yun BFREL 140 - - - - 140
Mr. Winston LQ Yau-ai BRIESE 130 - - - - 130
Mr. Thomas KWOK
Ping-kwang HATAE 120 - - - - 120
Mr. TAN Man-kou BXEAE 10 - - - - 10
Mr. Kenneth LO Chin-ming ~ BBR%E 73 - - - - 3
1,863 13,400 22,158 2,641 1,236 41,298
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Notes on the Accounts (continued)

RN (&)

Salaries, Retirement 2004
allowances and Discretionary scheme Total
Directors’ fees benefits in kind honuses Share option contributions (restated)
S BY it
#e REmhE BEEL e BIGHEIRR (B®)
HKS000 %R HKS'000 BT RKYC00A%Fi  HKYO00BETL  HKS000BHBTR  HKS'000 AMTR
Chairman and
Chief Exetutive IRROTBER
Dr, The Hon. Sir David
LI Kwok-po FHEREL 200 7,000 15,079 1,531 646 24,456
Executive Directors BIEE
Mr. joseph PANG Yuk-wing  EE8%% 100 3,000 3877 1,607 277 8,861
Mr. CHAN Kay-cheung BRBEE 100 3,000 3877 1,393 277 8,647

Non-executive Directors FATET

Dr. L Fack-wo TEREL 100 - - - - 100
Dr. The Hon. Simon

LI Fook-sean rREET 10 - - - - 10
Mr. Aubrey U Kwok-sing b 110 - - - - 10
Dr. William MONG Man-wai ~ ERESL 100 - - - - 100
Tan SriDr KHOO Kay-peng  RTEFEREL 100 - - - - 100
Mr. Richard L Tzar-kai FERRE 100 - - - - 100
Independent

Non-executive Directors  BI#HGHE
Mr. WONG Chung-hin RlERRL 10 - - . - - 110
Dr, LEE Shau-kee ThEET 100 - - - - 100
Dr. Allan WONG Chiiyun BFREL 130 - - - - 130
Mr. Winston LO Yau-lai Ergit 130 - - - - 130
Mr. Thomas KWOK

Ping-kweng PRLRE 120 - - - - 120
Mr. TAN Man-kou BYREE 9 - - - - g

1,619 13,000 22,833 4,531 1,200 43,183

Included in the above remuneration, share options were granted to Executive Directors FRBME BERTEERRETRITAERRR
under the Bank's Staff Share Option Schemes, The details of these benefits in kind SRR TR - BULETRBENEE
are disclosed under the paragraph “information on Share Options” in the Report of BrESERSENRREER] RREN R
the Directors and Note 36. 36/ ¢
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Notes on the Accounts (continued)

REME (&)

18.FIVE TOP-PAID EMPLOYEES SEFHESHNES

2005 2004
HK$'000 %+ HK$'000 B%T
Salaries and other emoluments B atidika 16,776 16,275
Performance-related bonuses RBRBREEL 25,859 26,596
Share option RERIE 4,871 8,876
Pension contribution BHREER 1,547 1,502
49,053 53,249

The remuneration of the five top-paid employees is within the following bands: SEHHESHNESNSHEEENT
2005 2004
Number of Number of
Employees Employees
EEAE EBEAR

HKS A%

4,500,001 - 5,000,000 1 -
5,000,001 - 5,500,000 1 -
5,500,001 - 6,000,000 - 2
8,000,001 - 8,500,000 2 -
8,500,001 - 9,000,000 - 2
23,500,001 - 24,000,000 1 -
24,000,001 - 24,500,000 - i

19.SEGMENT REPORTING

Included in the emoluments of the five top-paid employees were the emoluments of
3 (2004: 3) Directors. Their respective directors’ emoluments have been included in
Note 17 above.

RS

SEFBESAEE P 1E3T Q004F « 3(0)
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Segment information is presented in respect of the Group’s business and geographical
segments. Business segment infarmation is chosen as the primary reporting format
because this is more relevant to the Group's internal financial reporting.

Business Segments
The Group comprises the following main business segments:

Personal banking business includes branch operations, personal internet banking,
consumer finance, property loans and credit card business,

Corporate banking business includes corporate lending and loan syndication, asset
based lending, commercial lending, community lending, securities lending, trust
services, mandatory provident fund business and corporate Internet banking.

Investment banking business includes treasury operations, securities broking and
dealing, provision of internet security trading services.

Corporate services include company secretarial services, share registration and business
services, and offshore corporate and trust services.

Other businesses include bancassurance, insurance business, property-related business
and wealth management business.

Unallocated items mainly comprise the central management unit, bank premises,
and any items which cannot be reasonably allocated to specific business segments.

FRERAEBRMENSFRESBEY -
BRERDBRNETEEATHBERNE
B - SERAREBIBERARER RS
20

(a) EBoH
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Notes on the Accounts (continued)

RIEMH A (E)

2005
Personal  Corporate  Investment  Corporate Inter-segment
Banking  Banking  Banking  Services Others  Unallocated  elimination Consolidated
AR
AR LRSS b e=t3i LREB At *2% RAEH 5288

HK$'000 HK$'000 HK$'000 HK$000 HK$'000 HK$'000 HKS'000 HKS'000
BRI AR BETR ABTR AT AR MR BNTR

The Group e
Net interest income FHEYA 1,619,382 | 1,969,027 165,149 173 761 {1,150) - | 3760258
Qther operating income Fanazry

from external customers REBBEHA 430,755 204,770 923121 479,230 133,113 21,201 - 12,192,280
Inter-segment income SBE2EBBA - - - - - 125431 (125431) -
Tofal operating income HEYA B 2,050,137 2,173,797 1,088,270 479,403 140,790 145,572 (125431) | 5,952,538
QOperating expenses FEan (1337,155) 1 (668,203) | (298,419)| (282637) 1 (194173) (207,460) - | (2.988,047)
Inter-segment expenses DS (105,237) (12,968) (5193) - (2,033) - 125,431 -
Operating profit before FARRERR

impairment losses ZIEREN 607,745 1,492,626 784,658 196,766 {55,416) (61,888) - 2,964,491
Impairment losses on loans

and advances ERAER% 24,460 (168,519) 3,021 (5,449) 5,002 - - {141,485)
Impairment loss on bank premises  #1{THRERE - - - - - {210,140) - {210,140)
Impairment losses on

avalable-forsale financial assets,  AEHERHEE

held-to-maturity investments RENBRER

and associates BELTHERR - (7,358) (33.230) - (194) 389 - (40,393)

632,205 1,316,749 754,449 191,317 (50,608) (2711,639) - 2,572,473

Profit on sale of fived assets, HEETEE MHLE

available-forsale financial assets, ~— $REE  5EIH

held-to-maturity investments BERNERE/

and subsidiaries/associates BERRZFRN - - 6,354 - 591 365473 " - 372418
Revaluation surplus on

investment properties RRNFNERES - - - - 24 - - 234,221
Share of profits less losses of EEBELTEN

associates BEE 769 33,588 3125 - (5,259) 1,508 - 33,731
Profit before taxation BRATEN 632,974 1,350,337 763,928 191,317 178,945 95,342 - 3,212,843
Income tax gl (87,464) (182,185) (105,264) (26,465) (25,484) - - (426,862)
Profit after taxation BIEEN 545,510 1,168,152 658,664 164,852 153,461 95,342 - 2,785,981
Attributable to: ARE -

Equity holders of the Group AZARR 545,510 1,168,152 658,664 126,866 154,191 95,342 - 2,748,725

Minority interests PRRERR - - - 37,986 (730) - - 37,25
Profit after taxation BREER 545510 | 1,168,152 658,664 164,852 153,461 95,342 - | 2785981
Depreciation for the year EENSE (89,521) (47,388) (19,953) (20,029) (7.119) (74,553) - (258,563)
Segment assets AHAE 52,593,807 | 89,583,033 | 83,765,287 743,249 2,237,015 710,657 - 229,633,048
Investments in associates HENTRE 38313 346,355 75,266 - 306,794 1,852 - 768,580
Unallocated assets FHERE - - - - - | 8397854 - | 8397854
Total assets REEE 52,632,120 | 89,929,388 | 83,840,553 743249 | 2543809 | 9,110,363 - 238,799,482
Segrment liabllities i)V 117,038,288 | 58,864,730 | 20,425,447 53,831 1,686,814 - - 198,069,110
Unaltocated liabilities #5%AR - - - - - | 7777064 - | 1177064
Loan capital R - - - - - | 8548780 - | 8548780
Total fiabilities ARER 117,038,288 | 58,864,730 | 20425447 53,831 1,686,814 | 16,325,844 - 1214,394,954
Capital expenditure incurred

during the year EENERREY 101,932 119,187 161,709 63,846 12,681 195,388 - 654,743
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Notes on the Accounts {continued)

19.SEGMENT REPORTING (continued) 2S8R E @
(a) Business Segments (continued) (a) DI HD
2004 Restated &8
Personal  Corporate  Investment  Corporate Inter-segment
Banking Banking Banking Services Others  Unallocated e\imig&atiog Consofidated
FHE
EARIT EET REST a3 Ef pikl ZHHER FRAE
HK$'000 HK$'000 HK$000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT AT AR ST BB BETT BETT ot
The Group £8
Net interest income FHEEA 1,787,802 1321426 484410 (2,959} 23,201 110 - 3613990
Qther operating income RaRRZPH
from external customers EHERHA 463,579 285,081 520,786 387,894 204,070 20,465 - 1881875
Inter-segment income FHBIEZEA - - - - - 104,651 (104,651) -
Total operating income HBRAER 2,251,381 1,606,507 1,005,196 384,935 221,21 125,226 {104,651) 5,495,865
Operating expenses il (1232,130)  (36,103)  (267.060) (47913}  (157377)  (221597) - (2,762,180)
Inter-segment expenses AHEZRS (92,223) 821} (3,847} - (310) - 104,651 -
Operating profit before provisions AR EBREEEH 927,028 962,133 734,289 137,022 60,584 (96,371 - 2733685
Charge for bad and doubtful debts  BRRRERH {84,263) (205935 (168) {9,033} 26,592 - - 72807)
Write back on impairment
loss on bank premises BT AGERER - - - - - 18,538 - 18,538
Provision on held-to-maturity debt ~ BEZHHERERES
securities, investment securities RESHRBERT
and associates nEHSAR - {15,768) 6,067 - - {8.881) - (18,582)
842,765 740,430 740,188 127,989 96,176 (86,714) - 2,460,834
Profit on sale of fixed assets HEETEERBERS
and investment securities ZBET - (5) 13,763 - - 15,239 - 28,997
Revaluation surplus on
investment properties BENENERES - - - - 2279 - - 227,941
Share of profits less losses of BUEBEATEN
associates RER 1,424 13,955 30,271 - 23,590 (245) - 68,995
Profitifoss) before taxation RiERaH/ &R 844,189 754,380 784,222 127,988 347,707 (1,720) - 2188787
Income tax K (125157)  (108994)  (111,983) (13,016) (48,141) - - {414,291)
Profitfloss) after taxation BREEH/ (BB 719,032 644,386 672,239 108,973 299,566 {71,720) - 2372476
Attributable to: ABER
Equity holders of the Group EEERE 719,032 644,386 672,233 84,206 299,566 (711,720) - 2,347,709
Minority interests SERRER - - - 24,767 - - - 24,767
Profioss) after taxetion BHEEH/ (58) 719030 64438 57239 108913 299566 (71720) - 231476
Depreciation for the year EENFE (98968)  (539%5) (0018} (7.405) (7184)  (36,391) - (43961)
Amortisation of goodwill BREY (30,538) {31.701) {40.040) (39,626) (1,970) - - (143,875)
Segment assets HHEE 48448340 71,741,124 77,018,778 1,645,556 1,507,253 704,842 - 201,065,893
Investments in associates BERRRE 36,601 290,495 77,399 319,574 1,894 - 725963
Unallocated assets FHERE - - - - - 8577690 - 857769
Total assets BESS 43484941 72031619 77,096,177 645,556 1,826,827 0,284,426 - 210,369,546
Segment liabilities sHaE 106,071,387 57,671,069 14,045,540 52,344 1,129,967 - - 178970307
Undllocated liabilities FARBE 5,269,321 - 526932
Loan Capital EEEK - - - - - 4114 - 41124
Total liabilities BEaE 106,071,387 57,671,069 14,045,540 52,344 1129967 9,540,445 - 188510,752
Write back of impairment EEREEREA
loss credited to equity BREES - - - - - 12,839 - 12,839
Capital expenditure incurred
during the year ERMELER 53613 74,870 88,472 228523 8576 1432127 - 1906181
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Notes on the Accounts (continued)

BREMFE (&)

(b) Geographical Segments (b) wESE

BB SHZERZRBHEARNEBRE
FEME A RITHE - ARRARER
FRREEARZ HTTHE T LABIS ©

The information concerning geographical analysis has been classified by the location
of the principal operations of the subsidiaries, or in the case of the Bank itself, of the
location of the branches of the Bank responsible for reporting the results or booking

the assets.
2005
People’s
Republic of Other Asian Inter-segment
Hong Kong China Countries Others elimination Consolidated
- FEARANE RpERER B SEB2RAEH eyl
HKSO00 B%TR  HKSO00 BT  HKSO0D B%TR  HKSO0DB%MTR HKSO0R%TR  HKSO0ENTR
The Group 8
Total operating income BBYAEH 4,497,027 784,880 289,355 568,760 (187.484) 5,952,538
Profit before taxation BBATEN 2,367,321 Nm 182,446 291,299 - 3,212,883
Total assets EERE 201,212,351 40,930,346 17,116,798 31,207,227 (51,667,240) 238,799,482
Total fiabilities EELE 177,558,418 40,645,670 16,493,743 27,948,790 (48,252,667) 214,394,954
Contingent liabilties
and commitments HARERAR 35,229,638 5,421,444 4,427,718 4,126,700 - 49,205,500
Capital expenditure
during the year EERESHR 584,846 40,764 5,690 23,443 - 654,743
2004 Restated &
People’s
Republic of Qther Asian Inter-segment
Hong Kong China Countries Others efimination Consolidated
£l FEARLNE AR THER g HEHMIRSES FeEE
HK$'000 A% Fr  HK000#%Ti  HKY000BMFL  HKSO00 ABTFRL  HKPCOOEETR  HKY'000 BETR
The Group e
Total operating income BRYALS 4,504,742 528,168 209,545 523,386 (269,975) 5,495,865
Profit before taxation BEmEN 2,361,690 179,046 76,111 169,920 - 2,786,767
Total assets AEAY 178,475,184 28,172,241 17,442,983 31,149,607 (44,870,465) 210,369,546
Total liabilities hfERE 157,287,819 28,117,952 17,267,817 28,092 475 (42,255,311) 188,510,752
Contingent liabiities
and commitments AARBRAR 33,548,424 3,508,652 4,198,197 3,029,858 - 44,286,131
Capital expenditure
during the year ERNEART 1,551,254 107,152 224903 2872 - 1,906,181
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Notes on the Accounts {continued)

AN T (&)

20.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS

AeRERITNHEESHEENEE
The Group £8 The Bank #17

2005 2004 2005 2004
Restated E Restated E%
HK$'000 B TR HK$'000 B%Tr HKS'000 B¥Tr HKI'000B%Fx
Cash in hand bk 549,715 543,976 532,653 526,479
Balances with central banks ERRBITNET 379,905 338,046 337,643 298,331

Balances with banks and other ERONENSRHES
financial institutions hiETE 3,595,967 2,773,571 3,506,119 2,635,646

4,525,587 3,655,593 4,376,415 3,460,456

21.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS FEH{TREMESREBENTER

The Group £E The Bank 817
2005 2004 2005 2004
Restated BE#f Restated &
HK$'000 8% Tt HKY'000 BEFm HKY000B%EFR HK$'000 BEFx

Placements with banks and ERITRRTEE
authorised institutions BEOER 43,560,999 40,917 291 43,266,358 40,727,238
Placements with other
financial institutions EEMSRBENTR 1,786,256 1,166,115 1,786,256 1,166,115
45,347,255 42,083,406 45,052,614 41,883,353
Maturing 2| BHE
- within one month -1HARX 40,638,370 32,251,148 40,409,405 32,068,851
- between one manth
and one year - 1ERZ1ER 4,708,885 9,832,258 4,643,209 9,824,502
45,347,255 42,083,406 45,052,614 41,893,353
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Notes on the Accounts (continued)

PRIBERTEE (&)

22.TRADE BILLS EZ =i

The Group £8 The Bank &7
2005 2004 2005 2004
HK$'000 B8+ HK$'000 B%Fx HK$000 B%FR  HKS'000 #ETFT
Gross trade bills BHEiies 612,630 1,401,233 612,630 1,400,579
Impairment allowances BEEE
- collectively assessed - BT (43) - (43) -
General provision for bad
and doubtful debts ~BEERFEEE - {1,095) - {1,095)
612,587 1,400,138 612,587 1,399,484
Movement of impairment loss allowances for 2005 20054 R EIBLEENEE
The Group £8 The Bank &17
Individual Collective Individual Collective
{85 BR 185! Lt
HK$'000 % TR HKS'000 BT  HK$'000 BEFr HKS000 B%Fx
At 1st January RIB1B
- As previously reported — iRl E SR - 1,095 - 1,095
- Adjustments arising from change ~ -ABHHERE
in accounting policies EENEE - (595) - (536)
~ As restated -DER - 499 - 499
New provisions charged to TNERBROIER
profit and loss account (Note 11) (BsE11) - 67 - 67
Provisions released back to BRBREENLE
profit and loss account {Note 11) (HiEE11) 21 (513) (21} (513)
Amounts written off bivkf - - - -
Recoveries (Note 11) CEEC AR 21 - 21 -
Exchange adjustments EXEE - (10) - (10)
At 31st December R12A318 - 43 - 43
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Notes on the Accounts {continued)

RIEHH (&)

22.TRADE BILLS (continued) E B ZEE @)

Movement of provisions for bad and doubtful debts for 2004 2004 F R R REERNEE)
The Group £8 The Bank #17
Specific General Specific General
BH —& HH —f
HK$'000 B%F7%  HK$'000 % T HKS$000 B%Fx HK$'000 BETR
At 1st January ®1818 - 1,283 - 1,283
New provisions charged to TRARHRAOIEE
profit and loss account (Note 11) (FsE1D) 679 1,528 679 1,528
Provisions released back to BEARROER
profit and loss account (Note 11) (GEIRY (125) {1,738) (125) (1,738)
Amounts written off HissE {679) - (679) -
Recoveries (Note 11) W (e 1) 125 - 125 -
Exchange adjustments EXAR - 22 - 22
At 31st December #®12A318 - 1,095 - 1,095
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Notes on the Accounts (continued)

BRIER F (&)

23.TRADING ASSETS REBRREE

The Group £& The Bank 17
2005 2004 2005 2004
Restated &3k Restated H#
HK$'000 8% Fx HK$'000 E®Tm HK$'000 BBEFR HKI'000 B¥TR
Treasury bills (including EEES (BEME
Exchange Fund Bilis) EEER 1,494,650 1,199,803 1,494,650 1,199,803
Debt securities ERES 165,683 195,029 165,683 195,029
Equity shares Bin 601,139 299,684 584,941 284,583
Trust funds ERES 245,682 240,686 245,682 240,686
Trading securities RHAEES 2,507,154 1,935,202 2,490,956 1,820,101
Positive fair values of PETEMERATE
derivatives {(Note 42(b) (Fis¥d2(b)) 738,425 348,223 736,650 348,223
3,245,579 2,283,425 3,227,606 2,268,324
Issued by: TR
Central governments and
central banks FRB R RRTT 1,494,650 1,206,153 1,494,650 1,206,153
Public sector entities LERE 165,684 188,678 165,684 188,678
Banks and other financial
institutions BITRE e pE 435,494 266,088 433,970 264,529
Corporate entities -3 411,326 274,283 396,652 26_01741
2,507,154 1,935,202 2,490,956 1,920,101
By place of listing: BLTHE -
Listed in Hong Kong EEELT 494,508 265,755 478,310 250,905
Listed outside Hong Kong EEAUIMDE LT 144,233 86,281 144,233 86,030
638,741 352,036 622,543 336,935
Unlisted LW 1,868,413 1,583,166 1,868,413 1,583,166
2,507,154 1,935,202 2,480,956 1,920,101
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Notes on the Accounts (continued)

REKZ (&)

24.FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS

BEERBBARNURROFHENSREE

The Group £8 The Bank #17
2005 2004 2005 2004
HK$'000 B%Fx HK$'000 BT HKS'000BEFT HKS'000 BEFR
Certificates of depasit held RENERE 94,290 - 94,290 -
Debt securities ERER 10,053,081 - 10,023,643 -
Equity shares Eovn) 10,336 - - -
10,157,707 - 10,117,933 -
Issued by: BITHE
Central governments and
central banks FREFIRRRET 46,409 - 46,409 -
Public sector entities DERE 172,022 - 172,022 -
Banks and other financial
institutions RITRAL SRR 1,264,079 - 1,242,911 -
Corporate entities TR 8,668,041 ~ 8,656,591 -
Other entities g 7,156 - - -
10,157,707 - 10,117,933 -
By place of listing: REMBE :
Listed in Hong Kang TERLEW 1,773,428 - 1,763,152 -
Listed outside Hong Kong EEBLSMIR 7 1,931,168 - 1,905,442 -
3,704,596 - 3,668,594 C -
Unlisted LW 6,453,111 - 6,449,339 -
10,157,707 - 10,117,933 -

H2005FREERM(EBGTEANDE3NR - 1
2001 1B ETeREERSREERE
FETARRBBREURBATEENSRE
B/ AR BEREEADE30R R
HER - AT RET2004FHEHT -

H2005F1 AR - BT ABBBRUREAT
RENSREEZRBEREES 625,856,000
JC - RRR2004F 12 A3V EREEEN SN

Following the adoption of HKAS 39 in 2005, certain financial assets and financial
liabilities were re-designated as financial assets/liabilities through profit or loss on 1st
January, 2005. There was no such re-designation in 2004 as retrospective application
of HKAS 39 is not permitted.

The carrying amount of financial assets designated at fair value through profit or loss
as at 1st January 2005 was HK$8,625,856,000 and these assets were classified as
follows at 31st December, 2004:

T
HK$'000 B8+
Classified as por V-
Held-to-maturity debt securities BEDBREEES 3,770,278
Other investments in securities EMESFIRE 4,784,168
Investment securities BEE 71,410
Carrying amount at 31st December, 2004 72004512 A318 2 BREAEE 8,625,856
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Notes on the Accounts (continued)

RIE M A ()

25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS ZEFERREHMERE

(a) Advances to Customers and Other Accounts

(a) EEERREMEE
The Group £E The Bank &17
2005 2004 2005 2004
Restated B8 Restated Ei
HK$'000 BEF%  HK$000 BT HK$'000BEFRT HKS'000 B¥FR

(i} Advances to customers EFER 138,743,747 117,258,753 133,316,623 112,769,755
Less: impairment allowances A ORERE
- Individual ~ &3l (295,575) - (204,122) -
- Collective ] (478,995) - (471,854) -
Less: Provisions for bad and o ERRRR
doubtful debts 3
- Specific — bk - (310,309) - (217,143)
- General ~—f - (1,320,850) - {1,273,183)
137,969,177 115,627,594 132,640,647 111,279,429
(i) Qther accounts BibERTE
Advances to banks and other  BRITREHEE
finandal institutions BEER 2,424,120 2,114,655 2,424,120 2,114,655
Notes and bonds % 387,934 - 383,435 -
Certificates of deposits HRE 38,775 - 38,775 -
Accrued interest FEEFIS 985,567 1,054,632 938,165 1,019,140
Less: Suspended interest B BRFR - (319,779) - (319,520)
Other accounts EEA 3,069,729 4,175,485 2,855,923 4,023,450
6,906,125 7,024,993 6,640,418 6,837,725
Less: Impairment allowances & BEEE
- Individual ~ {85 {28,570) - - -
- Collective -ER (9,943) - - -
Less: Provisions for bad and A EBRRE
doubtful debts BB
- Specific — ¥ - (32,011) - -
~ General - - (19,146) - (4,143)
6,867,612 6,973,836 6,640,418 6,833,582
144,836,789 122,601,430 139,281,065 118,113,011
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Notes on the Accounts (continued)

BRIBEM A (F)

25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) BFFERBEHEMERE@®

(b) Impairment allowances against Advances and Other Accounts for 2005 (b) 2005FERRAMBEZRELESE
The Group £8
Advances to customers Other Accounts Total
EFER HiggE &g
Individual Collective Individual Collective Individual Collective
k] BR &5 g B8 B8
HK$°000 HK$’000 HK$'000 HK$'000 HK$'000 HK$’000
BETT BT BRI BETR BRI BRI
At 1st January R1A1B
- As previously reported as ~MEERS
provision for bad and BHER
doubtful debts REEE 310,309 1,320,850 32,011 19,146 342,320 1,339,996
- Adjustments arising from - HEHHE
change in accounting BEEL
policies ZRE (20,677) {717,052) - (5,852) (20,677) (722,904)
- As restated -BER 289,632 603,798 32,011 13,294 321,643 617,092
New provisions charged to EABER
profit and loss account HFEE
{Note 11) (Hiaz1) 520,369 138,201 10,225 5,029 530,594 143,230
Net provisions released back BERHEE
to profit and loss account HEESE
{Note 11) [GRARY (307,155) (206,888) (6,045) (7,031) {313,200) (213,919)
Amounts written off g (370,884) (54,540) (7,672) - (378,556) {54,540)
Recoveries (Note 11) e (1) 176,052 m 67 - 176,119 1M1
Unwind of discount on BRREBRAD
loan impairment losses FringEe
{Note 4 & Note 11) (BsaRmE) (4,753) - - - (4,753) -
Other movements 2 32 4 - (1,298) 32 (1,294)
Exchange adjustments EHBAE (7.718) (1,681) (16) (51) (7.734) (1,742)
At 31st December ®12A318 295,575 478,895 28,570 9,943 324,145 488,938
The Bank &7
Advances to customers Other Accounts Total
BEER HipBg pcki]
individual Collective Individual Collective Individual Collective
&5 BH kel ot {83! B
HK$000 HK$'000 HK$'000 HK$'000 HK$'000 HKS$'000
B8TR BETR BYTR BRI BETRT BETR
At 1st January MR8
- As previously reported as - INEERA
provision for bad and EER
doubtful debts RELERE 217,143 1,273,183 - 4,143 217,143 1,277,326
- Adjustments arising from —EEHHE
change in accounting LFEE
policies ZHRE (24,499) (677,560) - (2,845) (24,499) (680,405)
- As restated -DEHR 192,644 595,623 - 1,298 192,644 596,921
New provisions charged to TARRE
profit and loss account MR 517,005 136,570 - - 517,005 136,570
Net provisions released back BEEREN
to profit and loss account EEFE (299,605) (204,157) - - {299,605} (204,157)
Amounts written off itz (368,727) (54,540) .- - (368,727) {54,540)
Recoveries e 175,257 111 - - 175,257 M
Unwind of discount on EHREREN
loan impairment losses FEL (4,702) - - - (4,702) -
Other mavements b-dch 1) 32 4 - {1,298) R {1,294)
Exchange adjustmen’s ELREE (7,782} (1,757) - - (7,782) (1,757)
At 31st December W12A318 204,122 471,854 - - 204,122 471,854
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Notes on the Accounts (continued)

BRIENK EE (F)

(b) Provisions against Advances and Other Accounts for 2004 (b) 2004FEA R HMIREERE
The Group £E
Advances to customers Other Accounts Total
ERER EhBR ek
Specific General Specific General Specific General
¥H —& 37 -& 5 —&
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
AR ARTR BBT T BB T BT
At 1st january B1A1B 346,397 1,249,829 34,003 9,721 380,400 1,258,550
New provisions charged to TABHEN
profit and foss account G
(Note 11) (Bigx11) 404,057 143,867 5,800 16,787 409,857 160,654
Net provisions released BOBEREN
back to profit and loss EEEE
account (Note 11) (HizE1) (202,763) (83,296) (4,636) (7,353) (207,399) (90,649)
Amounts written off bk (414,872) (387) {5,710) (87) (420,582) (474)
Recoveries (Note 11) B () 169,835 210 492 - 170,327 210
Additions through acquisition  EURKEAR
of subsidiaries mEgE - - 2,062 - 2,062 -
Other movements Hib g 1,417 3,503 - - 1,417 3,503
Exchange adjustments ERRR 6,238 7,124 - 78 6,238 7,202
At 315t December R12A318 310,309 1,320,850 32,011 19,146 342,320 1,339,396
The Bank #47
Advances to customers Other Accounts Total
EFER HABE bt
Specific General Specific General Specific General
B —# 53 —# B —#
HKS$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BETT BETT BETR BETL BT
At 15t January MA1R 238,978 1,208,327 - 1,303 238,978 1,209,630
New provisions charged to CABRED
profit and loss account HEE 398,141 138,037 203 3,333 398,344 141,370
Net provisions released back BEERES
to profit and loss account bty ) (176,858) (82,132) - (442} {176,858) (82,574)
Amounts written off il (408,922) (388) (203} (51) (409,125) (439)
Recoveries WEE 158,542 210 - - 158,542 210
Other movemeants Hih28 1,417 3,503 - - 1,417 3,503
Exchange adjustments EXgs 5,845 5,626 - - 5,845 5,626
At 31st December R12R318 217,143 1,273,183 - 4,143 217,143 1,277,326
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Notes on the Accounts (continued)

BRERZ (&)

25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) ZEFERREAIRIA @

(c) Advances to customers - by industry sectors (0 BEFER-RIT%5E
The analysis of gross advances to customers by industry sector is based on the EFERBENTESBEERERSRAETER
categories and definitions used by the Hong Kong Monetary Authority. PR AR ERITESR -
2005 2004

HK$°000 & T HK$'000 % T

The Group 8
Loans for use in Hong Kong Industrial, EEEFROER
commercial and financial IE2E
- Property development -MEER 5,870,869 4,398,093
- Property investment —-MERE 19,316,009 14,536,729
- Finandial concerns —-SBrE 1,867,677 1,507,153
- Stockbrokers -BRERL 204,725 277,903
- Wholesale and retail trade —HBETER 1,399,776 1,569,771
- Manufacturing —BER 1,744,187 1,822,971
— Transport and transport equipment -~ EHEEERE 4,132,657 4,507,233
~ Qthers ~ Kt 6,294,634 6,032,368
- Sub-total — Nt 40,830,534 34,652,221
Individuals fAA
~ Loans for the purchase of flats in the
Home Ownership Scheme, Private Sector -BEIRE5AEHE]
Participation Scheme and Tenants RAZBREETEIR
Purchase Scheme (HEEHEHEIETNER 1,320,946 1,522,173
- Loans for the purchase of other residential
properties - BEEAEEMENER 37,188,222 34,928,247
- Credit card advances - ERFEX 1,769,653 1,649,200
- Others - Eft 3,571,901 3,230,750
- Sub-total — pEt 43,850,722 41,330,370
Total loans for use in Hong Kong EEAERNERER 84,681,256 75,982,591
Trade finance EHRE 3,753,789 4,092,162
Loans for use outside Hong Kong EERLIMEANER 50,308,702 37,184,000
Total advances to customers EFPEREE 138,743,747 117,258,753
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Notes on the Accounts (continued)

BRERZ (&)

(d) Impaired/Non-performing advances to customers (d) HE/THEIEFEM
The Group £8 The Bank 817
2005 2004 2005 2004
Restated E#

HK$000 ¥ T HKS'000 B%TL  HKY000 BT  HK$'000 BT

Gross impaired advances

to customers* REZFPERAE" 1,434,979 - 1,265,629 -
Individual impairment allowances BERREEE 295,575 - 204,122 -
Gross non-performing advances

to customers TEOTEPRRER - 1,549,032 - 1,360,524

Specific provisions BRER - 299,790 - 206,624

Suspended interest ** BRN B - 380,129 - 379,871

As percentage of total

advances o customers EEFEREEZENN 1.03% 1.32% 0.95% 1.21%

* Included in gross impaired advances to customers is HK$167,350,000 (2004: * RRERFERBRET  aREERDEREE
HK$183,600,000) in relation to loans to property development projects. Excluding these B ERAE167,350,0007T (2004 F : HIK
items, gross impaired advances to customers would be 0.91% (2004: 1.35%) of total advances 183,600,0007E) « A5 SIMLIER - MERS
1o customers, ERABEEFEERZ LRR0.91% (2004

4 1.35%) °

** Inclusive of interest capitalised  AECEALATE

impaired loans and advances are individually assessed loans with objective evidence REEZREENLBERRAEREMAENT

of impairment on an individual basis. IHEER -

Non-performing advances to customers were advances an which interest was being TROESFNEFSBALBRISBIEREE

placed in suspense or on which interest accrual has ceased. LERFFIBER -

There were no impaired advances to banks and other financial institutions as at 31st 2005E12 8318 - AEREFRITREGS

December, 2005 nor advances on which interest was being placed in suspense or on BESENTETWEREER  BRN2004%12

which interest accrual had ceased as at 31st December, 2004, nor were there any A3BATKEEFRITREMSS BEEAFIER

individual impairment allowances/specific provisions made for them on these two FEFIAEAFISBREEREFILRS
dates. FENER TEMZSEFURRERMEL
B/ BHREE -
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Notes on the Accounts (continued)
BRIBRMF (E)

25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) EFERREMRE @

(e) Advances to Customers — Net investment in Finance Leases () BEF AR - REHENIRESR
Advances to customers include net investment in equipment leased under finance EFEFELRERER A LARE -8
leases. The total minimum lease payments receivable under finance leases and their BREHEBROSREEENZERE REHR
present values at the year end are as follows: ERT

The Group and The Bank £BRES

2005 2004
Present value of Interest Present value of Interest
the minimum  income relating  Total minimum the minimum income relating  Total minimurm
lease payments  to future periods  lease payments lease payments  to future periods lease payments

BERRMRRE HEARNAGA RERRAREE SEREMIRE AEARNSMA RERERRER
HKS'000 BBFL  HKS'000 B%F7  HKSO00 BBTR  HKSO00B%TT  HKPOOORETR  HKSO00 AR

Amounts receivable; EYER
Within one year 1EHR 909,490 212,620 1122110 815,401 111,435 926,837
After one year but

within five years 1ELEESER 1,242,323 500,010 1,742,333 1,262,417 217,594 1,480,011
After five years SEE 1,918,878 810,971 2,729,849 1,813,039 276,970 2,090,009

4,070,691 1,523,601 5,594,292 3,890,857 506,000 4,496,857
Impairment afiowance (9.222) -
Less: Provisions for bad B EERR
and doubtful debts R - (3,846)

Net investrment in finance BAREY

leases EHREE 4,061,469 3,887,011
The net investment in finance leases is carried on the balance sheet as a receivable. BERENFRERERERUERTALES
No accrual is made for the interest income relating to future periods. R - BEEZHAFEBENFELA -
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Notes on the Accounts (continued)

BRIEMZ ()

26. AVAILABLE-FOR-SALE FINANCIAL ASSETS TItHESREE
The Group £8 The Bank #17
2005 2004 2005 2004
HK$'000 B2 ¥ HKS'000 BEF HK$000 BEFR  HKS'000 %I
Treasury bills (including EEBS (AIENHE
Exchange Fund Bills) ASRE) 3,083,677 - 3,083,678 -
Certificates of deposit held BERRE 1,114,810 - 1,105,961 -
Debt securities ERES 2,956,664 - 2,490,953 -
Equity shares R 1,028,231 - 916,186 -
Trust fund EHES 215,739 - 107,224 -
8,399,121 - 7,704,002 -
Issued by: BITHE
Central governments and
central banks P RE RS R 4,407,841 ~ 4,368,175 -
Public sector entities N 472,573 - 419,220 -
Banks and other financial
institutions BOREMSREE 1,911,991 - 1,821,839 -
Corporate entities LHEHE 1,390,960 - 987,544 -
Other entities EioRE 215,756 - 107,224 -
8,399,121 - 7,704,002 -
By place of fisting: R EmHE
Listed in Hong Kong EEALm 379,450 - 209,461 -
Listed outside Hong Kong EEBUAIMEE T 1,592,390 - 1,196,938 ~
1,971,840 - 1,406,399 -
Unlisted LT 6,427,281 - 6,297,603 -
8,399,121 - 7,704,002 -

Following the adoption of HKAS 39 in 2005, finandial assets with carrying amount of
$3,920,162,000 at 1st January, 2005 were re-designated as available for sale. There
was no such re-designation in 2004 as retrospective application of HKAS 39 is not
permitted. These assets were classified as follows as at 31st December, 2004

H2005FRAFMEBBIRADEINR - N
200551 A1H - FREAEB3,920,162,000
TMERAEREV S RATHLEGRE
E - mR(EEEHEADE30RE LB Y

B B RET 20045 0BT - K2004512
ANBREEENSELT

HK$'000 B#F5T

Classified as DER
Investment securities ERS 145,398
Other investments in securities HupEHinE 3,774,764
Carrying amount at 31st December, 2004 H2004F 12 A31AZEEE 3,920,162
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Notes on the Accounts (continued)

BRIEH A (B

27. HELD-TO-MATURITY INVESTMENTS #ZZHIRE
The Group £8 The Bank 17
2005 2004 2005 2004
HK$'000 B F5%  HK$'000 B%FT HKS$'000 BHTx  HKS'000 BEFr
Treasury bills (including HEESH (BIENE
Exchange Fund Bills) E&FE) 45,193 43,093 37,474 35,337
Certificates of deposit held BERNE 1,324,571 1,418,768 910,014 1,041,839
Debt securities BHER 11,678,082 16,102,687 10,377,968 15,323,763
13,047,845 17,564,548 11,325,456 16,400,939
Less: Impairment allowance A HEERE
- individually assessed — (ERIETE (30,887) (6,603) (30,887) (6,603)
13,016,959 17,557,945 11,294,569 16,394,336
Issued by: BITHR
Central governments and
central banks FREFARRET 7,728,378 7,886,871 7,716,808 7,875,256
Public sector entities nEEE 720,820 1,196,216 515,465 964,550
Banks and other financial
institutions ROTREASREE 3,329,907 3,599,837 2,274,617 2,827,170
Corporate entities TETE 1,215,681 4,874,921 787,679 4,727,360
QOther entities HivHee 22,173 - - -
13,016,959 17,557,945 11,294,569 16,394,336
By place of listing: RETHE
Listed in Hong Kong EEELT 55,487 518,281 27,516 497,682
Listed outside Hong Kong EEBLNMEE LT 1,957,404 2,919,372 1,530,512 2,734,412
2,012,891 3,437,653 1,558,028 3,232,094
Unlisted el 11,004,068 14,120,292 9,736,541 13,162,242
13,016,959 17,557,945 11,294,569 16,394,336
Market value: g
Listed securities LTS 2,003,701 3,450,682 1,551,806 3,238,673
Unlisted securities krmER 10,828,860 14,108,199 9,542,096 13,126,522
12,832,561 17,558,881 11,093,902 16,365,195

FEOCRESFILE Rt 8BE =08
WHBHEEAAERNEGESFRARY
4,700,0007T (20044F « ) - EHRREEAE
#:630,0007C (20044 « #8) o WHEHERE
HEAREREH0.04% - UREERAFETESE
BEZE  MUEXEREARERBRES
BENEETIREERERESE -

Debt security intended to be held to maturity by the Group with an amortised cost of
$4,700,000 (2004: Nil} were disposed of prior to maturity. The related loss recognised
amounted to $630,000 (2004: Nil). Such disposal amounted to approximately 0.04%
of total held-to-maturity investments (2004: Nil), was approved by the Asset and
Liability Management Committee, and was generally made in response to evidence
of a significant deterioration in the issuer’s creditworthiness.
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Notes on the Accounts {(continued)

BRIEHE (F)

28. INVESTMENTS IN SUBSIDIARIES HMIBLQRERE

The Bank 877
2005 2004
HK$'000 B%F 5% HK$'000 BTt
Unlisted shares, at cost TG (RE) 2,291,079 2,008,087
Less: impairment loss B ORERK (169,850) (169,850)
2,121,229 1,838,237

The following list contains only the particulars of subsidiaries which principally affected
the results, assets or liabilities of the Group. The class of shares held is ordinary.

All of these are controlled subsidiaries as defined under Note 2(c)i) and have been
consolidated into the Group accounts.

Details of these companies are as follows:—

ATHERDEHZEMAORN - BERAMN
EEARENMERT - wEROHEBR
@

FrE R EIEHTE 20N E R AR EE
WM BASIRESREEARHNESRA
e

WEWBLAMEFENT

Place of
incorporation Issued and % Held by
Name of company and operation  paid-up capital The Bank  The Group Nature of business
AT FEH
DHER SER IR B 4t B ERITREBERE FriGREE FriSRER R
Bank of East Asia (Trustees) Hong Kong HK$## 150,000,000t 100% Trustee
Limited S S8R
RGBT (ER) BRAE
BEA Pacific Asia Limited Hong Kong US$13,000,0005% 7 100% Investment holding
& RAER
BEA Pacific (Vanuatu) Vanuatu US$100,000% T 100% Holding of a single
Limited HEERHE outstanding deposit
B RIBERIFR
Blue Cross (Asia-Pacific) Hong Kong HK$#%300,000,0005  100% insurance
insurance Limited & 1R
E+F (ERRBEBRAE
East Asia Asset Management  Hong Kong HK$##10,000,0007T 100% Asset management
Company Limited i EEER
RGEEEERERAR
East Asia Corporate BVI US$250,000%7 75.6% Registered agent and
Services (BVI) Limited RERRRER trustee services
MR RAEFEARTS
East Asia Electronic Data PRC US$3,000,000% 5T 100% Servicing
Processing (Guangzhou) hEARHATER AR
Limited (Note 1)
BB FAREE (FEM)
RO D
East Asia Facility Hong Kong HK$#% 10,0007 100% Facility management
Management Limited B |pEER

HERBERARAT
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Notes on the Accounts (continued)

RIEM T (F)

28. INVESTMENTS IN SUBSIDIARIES (continued) FEB A BIRE @
Place of
incorporation Issued and % Held by
Name of company and operation  paid-up capital TheBank The Group Nature of business
AR XEE
LEEE SEMREELE ERTRAZRE FRiE R kR L33!
East Asia Financial BV USHiZE 100% Issuer of subordinated
Holding (BWV1) Limited BBEES notes
BREEETTA
East Asia Financial BV US$23,296,000% T 100% tnvestment holding
Services (BVI) Ltd. HREZHE REER
East Asia Futures Limited Hong Kong HK$#&#7,000,000% 100% Futures and options
REMEERAT &S trading
HMERIREE
East Asia Holding US.A. US$sET 100% Bank holding company
Company, Inc. 3] BITIERRE
East Asia Indonesian Seychelles US$100,000% 7 100% Investment holding
Holdings Limited EER REER
East Asia Investment Hong Kong HK$#%100,000,000t  100% Securities trading
Holdings Limited &% HEXER
REREERERDT
East Asia Investments BVI HK$%#186,038,7257t 100% Investment holding
Holdings (BVI) Ltd, HEEZES BEITRR
East Asia Properties Hong Kong HK$#%#10,0007T 100% Investment holding
Holding Company Limited E% REER
ROMEERERAE
East Asia Properties Hong Kong HK$#&#43,010,000T 100% Property holding
Investment Company &% WERE
Limited
REWEREERAT
East Asia Properties (US), Inc. U.S.A. US$5%TT 100% Property holding
=& E 52
East Asia Property Agency Hong Kong HK$##1,000,0007C 100% Property agency
Company Limited BE MELE
HEoRNEERAT
East Asia Property Holdings BVI STGE 9 100% Property holding
(Jersey) Limited (Note 2) RERXHES mEREE
(BisE2)
East Asia Secretaries BVI HK$%%#:300,000,000T 75.6% Investment holding
(BVI) Limited HBRXES BEER
East Asia Securities Hong Kong HK$#8%25,000,0007T 100% Securities broking
Company Limited B BHEE

REEHHRAA
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Notes on the Accounts (continued)

RIEMZ ()

Place of
incorporation Issued and % Held by
Name of company and operation  paid-up capital The Bank  The Group Nature of business
#BIT AERME
AEER o R M B ERTRBERE PGS Frib st L3
East Asia Strategic BVI US$50,000,000% ¢ 100% Investment holding
Holdings Limited HEBREHE RARR
Golden Wings BVI US$10,000% 7 100% Property investment
international Ltd. RERZHS BRIRE
Leader One Limited BVI US$1ER 100% Investment holding
EBRELES REER
Secretaries Limited Hong Kong HKS$#B%E2 7T 75.6% Business, corporate and
WEEEREHER LR B investor services
s - PERREERE
Strath Corporate Hong Kong HK$E#% 27T 75.6% Business and corporate
Services Limited BB services
BB REERG
Tengis Limited Hong Kong HK3$%E#205T 75.6% Business, corporate and
BEKERQE % investor services
% EERIREERY
The Bank of East Asia BVI US$1,000,000% T 100% Banking services
(BVI) Limited RERZHES RITRE
RRRITEBRRESR)
HRQF
The Bank of East Asia Canada C$/n%:38,000,0007T 100% Banking services
(Canada) mEX RITARYS
MEREIRR?T
The Bank of East Asia USA, US$4,500%7T 100% Banking
(US.A)NA, EE izt
ZBETERT
Tricor Holdings Limited BVI US$7,001% 7T 75.6% Investment holding
HERRES REER
Tricor Services Limited Hong Kong HK$##E 25T 75.6% Business, corporate
BEEHERBERDE BiE and investor services
B CERREERKG
Tricor Holdings Pte. Ltd. Singapore SSEMB 2T 75.6% Investment holding
(formerly Tricor Singapore Fng RAER
Pte. Ltd.)
Notes: FigE
1. Represents a wholly foreign owned enterprise. 1. BENERE -
2. This company has re-domiciled fram Jersey to BVI on 8th July, 2005. 2. R2005F7A8E - Ik ARBRERGEAER
BRIZES -

3. BVIdenotes the British Virgin Islands and PRC denotes the People's Republic of China.
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Notes on the Accounts (continued)

REM T (E)

29. INVESTMENTS IN ASSOCIATES &N TIRE

The Group & The Bank #17
2005 2004 2005 2004
HK$'000 B Fx  HKE000 BETR  HKS000 B%FT HKI'000 BETR

Unlisted shares, at cost F EHRRG (RE) - - 266,983 333,018
Share of net assets EREEE 793,132 769,677 - -
Goodwill [k 70 70 - ~ -
793,202 769,747 266,983 333,018
Less: impairment loss B RERR (24,622) (43,784) (147,380) (189,375)
768,580 725,963 119,603 143,643
Loans to associates amounting to HK$99,545,000 (2004: HK$221,029,000) are B A TIE B %99,545,0007T (20044 ¢
included under advances to customers. 221,029,00070) ERIEEEFRK °
Share of associates’ taxation for the year amounted to HK$11,726,000 (2004: write- FRAEBEREDTRAREEL11,726,0007T
back of HK$4,619,000) (2004% : EI&E%4,619,0007T)
The following list contains only the particulars of associates, all of which are unlisted KTHRERAEHAEENEFENEERERXR
corporate entities, which principally affected the results or assets of the Group: FENBERT  EHERFEEFELITL
S
Place of % of ordinary shares
incorporation held by
Name of company and operation The Bank The Group Nature of business
®ER
HBAT A 52E

NEER SEMRERBE Fribm Fiib s 3 geds
DaimlerChrysler Financial Services ~ Hong Kong 20% Financing and leasing

China Limited (formerly B% services

DaimlerChrysler Services HERMBRE

China Limited)
B EPEERAT
DaimlerChrysler Financial Services ~ Republic of Korea 20% Financial services

Korea Limited (formerly BE MRS ARTG

DaimlerChrysler Services
Korea Limited)

East Asia GE Commercial Finance  Hong Kong 50% Factoring
Limited & H322)
REBRASRERRT
ICEA Finance Holdings Limited BVI 25% Investment holding
ITERGLRERERAR RBRLES BEER
Platinum Holdings Company Cayman Islands 30% Investment holding
Limited HeiES REER

158 The Bank of East Asia, Limited Annual Report 2005




Notes on the Accounts (continued)

RERZE (EF)

Place of % of ordinary shares
incorporation held by
Name of company and operation The Bank The Group Nature of business
HiEg
BT KEE
LEER EREE e FriG RS FriaREs gl
PT. Bank Resona Perdania Indonesia 30% Banking & related
=iz financial services
ROTREHERRG
Sunfire Enterprises Limited BVI 20% Property development
BRERERAT RERAER MRER
Trans-Ocean Insurance Company,  Hong Kong ) 48.7% Insurance
Limited e R
EARRERLT
Trilease International Limited Hong Kong 20% Leasing
(Note 1) & HE
RBEEZREERAT G
Notes: fEE -
1. This company has commenced members' voluntary liquidation on 25th January, 2005, 1. BRAFDRMR2005F1 B2 BETREERTE
8o
2. BVIdenotes the British Virgin Islands.
Summary financial information on associates Be e RRREE
Assets E  Liabilities 8%  Equity RREE  Revenues ®A Profit %%
HKS'000 BET7 HKS'000 BRTL HK$'000 BMF HKS'000 B¥Fn HKS000 B8+
2005
100 per cent Epz—8 6,597,033 4,472,987 2,124,046 539,968 130,213
Group's effective interest REENENER 1,937,902 1,144,770 793,132 123,175 33,731
2004
100 per cent BAZ-8 8,338,968 6,355,067 1,938,901 575,647 | 192,459
Group’s effective interest FEENERER 2,485,918 1,716,241 769,677 161,349 f 68,395
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Notes on the Accounts (continued)

BRIEHEE (&)

30. GOODWILL &EE8

The Group £ The Bank #17
HK$'000 B8 TR HK$'000 BT
Cost KA
At 1st January, 2005 H2005E1A1R 3,064,305 1,933,238
Opening balance adjustment to eliminate
accumulated amortisation ERATAREASREE L 5 R (616,149) (472,946)
Additions through acquisition of subsidiaries YRR L RREE 51,593 -
Exchange adjustments ERAE (4,799) -
At 31st December, 2005 F2005%F12831H 2,494,950 1,460,292
Accumulated amortisation and impairment losses R BHEEERE
At 1st January, 2005 200551818 616,149 472,946
Eliminated against cost at 1st January, 2005 #2005 1 A1 H R AP (616,149) (472,946)
At 31st December, 2005 720054128318 - -
Carrying amount at 31st December, 2005 32005412 A31 BEEEE 2,494,950 1,460,292
Cost BRA ‘
At 1st January, 2004 M2004F1H18 2,815,591 ‘1: 1,933,238
Additions through acquisition of subsidiaries RUEMBAREE 244,763 | -
Exchange adjustments ExEE 3,951 | -
________ IS
At 31st December, 2004 2004128318 3,064,305 1,933,238
Accumulated amortisation and impairment losses BiBBRABERE
At 1st January, 2004 #200451 718 472,183 376,284
Amortisation for the year FEREH 143,875 96,662
Exchange adjustments EHAE 91 -
At 31st December, 2004 72004512318 616,149 472,946
Carrying amount at 31st December, 2004 M2004F12 A31 BEEE 2,448,156 h 1,460,292

20045  FEEREFHERERHEREE
0 AHAREET - HE2004%12A3181EF
ENIEESHESECLENRSBEERDN
MRS ] 10T »

FEEMEINEEE - H2005F18188 - &
EEAESERE - BREBHFHE &)
BB - FR2005F1 F1 A RS
$HEEZ AN RRAPH o

In 2004, positive goodwill not already recognised directly in reserves was amortised
on a straight-line basis over 20 years. The amortisation of positive goodwill for the
year ended 31st December, 2004 was included in “Operating expenses (Note 10)” in
the consolidated profit and loss account.

As explained further in Note 3(f), with effect from 1st January, 2005 the Group no
longer amortises goodwill. In accordance with the transitional provisions set out in
HKFRS 3, the accumulated amortisation of goodwill as at 1st January, 2005 has been
eliminated against the cost of goodwill as at that date.
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Notes on the Accounts (continued)

BRIEKE (E)

Impairment tests for cash-generating units containing goodwill EBEERNREEEENMZHERR
Goodwill is allocated to the Group's cash-generating units (CGU) identified according FREZREBIVIEFDTIHBINREE
to business segment as follows: EBUMT -

2005 2004

HK$'000 B%Fn  HKS'000 BHTR

Personal Banking AR 849,637 849,637
Corporate Banking DR 453,007 453,007
investment Banking RRHIT 157,648 157,648
Corporate Services REBRBE 904,200 857,178
Others Eit 130,458 130,686
2,494,950 2,448,156
The recoverable amount of the CGU is determined based on value-in-use calculations. RetEEUMTRESBEIREERREN
These calculations use cash flow projections based on financial budgets approved by B HEERRERBORANSFERBEE
management covering a five-year period. Cash flows beyond the five-year period are SR EWEET - BESFHRNRSRE T
extrapolated using the estimate rates stated below. The growth rate does not exceed A FIRERE - BERTIHBEASEE
the long-term average growth rate for the business in which the CGU operates. BURBERBNRATHERR -
The discount rate used for value-in-use calculations is 9.83% and the long-term ARFTEERBEENITTIERR.83% R REE
growth rate is 5%. RERS% °
Management determined the budgeted gross margin based on past performance EREREBEREHTSERAAEREE
and its expectation for market development. The weighted average growth rates TR - BT RRRATERESNTE~
used are consistent with the forecasts included in industry reports. B
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Notes on the Accounts (continued)

WRERZ (&)

31.FIXED ASSETS BEE¥E
2005
The Group £@
Furniture,
Investment Fixtures and
Properties  Bank Premises Equipment Sub-total Total
Ri3y% it BHR ZERRE et k]
HKS$'000 B&F7% HK$'000 B%TR HKS'0C0 B¥FR HKS000 B%Tn HKS000 BETT
Cost or valuation RASEE
At 1st January, 2005 200551818 802,934 4,907,305 1,836,895 6,744,200 7,547,134
Additions 25 - 192,514 410,636 603,150 603,150
Additions through acquisition JlmeEE - - 4,164 4,164 4,164
Revaluation surplus B EH 234221 - - - 234,221
Revaluation of bank premises
transferred to investment T EREA
properties REME - 5,001 - 5,001 5,001
Transfer from bank premises BITHEA
to investment properties RENE 227,971 (227,971) - (227,971) -
Disposals HE (311,482) (570,756) (242,487) (813,243) (1,124,725)
Exchange adjustments EHAR (3,058) (1,612) (9,958) (11,570) (14,628)
At 31st December, 2005 2005128318 850,586 4,304,481 1,999,250 6,303,731 7,254,317
Accumulated depreciation and
amortisation BHWEREH
At 1st January, 2005 R200551 818 - 580,588 1,268,796 1,849,384 1,849,384
Additions through acquisition BUrERRE - - 2,237 2,237 2,237
Charge for the year (Note 10) FEAZH (E10) - 68,158 190,405 258,563 258,563
Revaluation of bank
premises transferred to T EREA
investment properties RENE - (7,428) - (7,428) (7.428)
impairment loss RERX - 210,140 - 210,140 210,140
Written back on disposals HERER - (179,871) (226,597) (406,468) (406,468)
Exchange adjustments iRl - (386) (7.624) (8,010) (8,010)
At 31st December, 2005 R2005%12A318 - 671,201 1,227,217 1,898,418 1,898,418
!
Net book value at REEE
31st December, 2305 20055128318 950,586 3,633,280 772,033 31 4,405,313 5,355,899
The gross amounts of the HAERNEE '
above assets are stated: BRI
At cost BRAE - 3,438,023 1,999,250 5,437,273 5,437,273
At Directors’ valuation REERE
- 1989 —1989%F - 866,458 - 866,458 866,458
At professional va uation RERMGE
- 2005 —2005%F 950,586 - - - 950,586
950,586 4,304,481 1,999,250 6,303,731 7,254,317
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Notes on the Accounts (continued)

REMZE (F)

2005
The Bank &17
Furniture,
Investment Fixtures and
Properties  Bank Premises Equipment Sub-total Total
REYH it R RURRE et 85
HKS'000 2% T HKS'000 B%FL HK$'000 BT HKS000 B¥FT HKS'000 BM T
Cost or valuation A GE
At 1st January, 2005 200551718 644,216 4,447,190 1,605,234 6,052,424 6,696,640
Additions #E - 192,514 358,630 551,144 551,144
Revaluation surplus BltES 226,276 - - - 226,276
Revaluation of bank premises
transferred to investment L EREA
properties REnR - 7,107 - 7,107 7,107
Transfer from bank premises B tEA
10 investment properties BEME 309,670 (309,670) - {309,670) -
Disposals HE {200,482) {273,942) {220,561) (494,503) {694,985)
Exchange adjustments EREE - (1,332) (7,325) (8,657) j {8,657)
At 315t December, 2005 #2005 123318 979,680 4,061,867 1,735,978 5,797,845 6,777,525
Accumulated depreciation and
amortisation BEHFEREH
At 15t January, 2005 #0051 818 - 356,291 1,132,483 1,488,774 1,488,774
Charge for the year FREAZN - 63,214 145,235 208,449 208,449
Revaluation of bank
premises transferred to THEHEA
investment properties #anE - (7,428) - (7,428) (7,428)
Impairment loss AEEE - 210,140 - 210,140 210,140
Wiritten back on disposals HERDE - (28,703) (208,911) (237,614) (237,614)
Exchange adjustments ERRE - (289) (6,105) (6,394) (6,394)
At 31st December, 2005 R2005F 124318 - 593,225 1,062,702 1,655,927 1,655,927
Net book value at EHEE
31st December, 2005 2005128318 979,680 3,468,642 673,276 4,141,918 5,121,598
The gross amounts of the LR EENES
above assets are stated: FIRAAF -
At cost SRR - 3,195,409 1,735,978 4,931,387 4,931,387
At Directors' valuation REBEE
- 1989 ~1989% - 866,458 - 866,458 866,458
At professional valuation REEEE
- 2005 ~2005% 979,680 - - - 979,680
979,680 4,061,867 1,735,978 5,797,845 6,777,525
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Notes on the Accounts (continued)

BRIEHE ()

31.FIXED ASSETS (continued) BEEEE @

2004
The Group £8
Furniture,
Investment Fixtures and
Properties Bank Premises Equipment Sub-total Total
BEDE T B EERE gt sk
HK$'000 BT HK'000 #%T HKY000 BT HKS'000 #%+x HKY'000 BT
1 i I~
Cost or valuation HASEE “ | :
At 1st January, 2004 RAMEI A1 571,179 3,560,092 1673511 | 5233603 ;5804782
Additions #E 3| 143108 230304 . 1,661,386 F 1,661,419
Additions through acquisition  SEKIERRE - - 2,568 l 2,568 | 2,568
Revaluation surplus BB 227,94 ( - - - 227,941
Revaluation of bank premises j‘ f H

transferred to investment AR EEEA ; U )

properties wamE - 13,788 - 13788 | 13,788
Transfer from bank premises BITEEA /‘ :‘ [

10 investrment properties RENE 41,382 (44,369) - (44,369) | (2,987)
Disposals it (39,019} (55,857} C(78,341) “ (134,198) ! (173,217)
Exchange adjustments Exmy 1418 | 259 8853 | 142 l/ gm0

‘ i {

At 31st December, 2004 R2004F128318 802,934 4_ 4,907,305 1,836,895 l 6,744,200 4 7,547,134
Accumulated depreciation and ﬂ T ”

amortisation EHFEREY i i

At 1st January, 2004 R2004E1 B8 - 1 569,177 1,135,154 ( 1,704,331 E 1,704,331

Additions through acquisition HlEaEE - - 2,000 | 2,000 ! 2,000

Charge for the year (Note 10) EFATHHF 0 - 51,707 192,254 !‘ 243,961 ’* 243,961

Transfer to investment properties  BARZENE = (2,987} - :x (2,987) ﬁ {2,987}

Whrite back of impairment foss BB %EE - (31,377) - (31,377) ! (31,377)

Written back on disposals HERER - (5,784) (67,489} ‘/f (73,273) | (73,273)

Exchange adjustments 3t - (148) 6877 | 6,729 6,729

________ i e Rl B

At 31st December, 2004 1200412318 - l 580,588 1,268,796 JL 1,848,384 ! 1,849,384
Net book value at REEE | ]

31st December, 2004 H2004E 128318 802,934 ‘J 4,326,717 568,099 t 4,894,816 5,697,750
The gross amounts of the IREENSE i : “

above assets are stated: SIRET : |

At cost B - ‘ 3,666,085 1,836,895 5,502,980 5,502,980

At Directors’ valuation BEERE L ‘

- 1989 19895 - jf 1,079,644 - b 1079644 1,079,644

-1991 —1991& - 161,576 - 161,576 1 161,576
At professional valuation REZEE § |

- 2004 —2004& 802934 L _____ - o - 8029

802,934 4,907,305 1,836,895 ! 6,744,200 | 7,547,134
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Notes on the Accounts (continued)

BRIENZ (E)

2004
The Bank 17
Furniture,
Investment Fixtures and
Properties Bank Premises Equipment Sub-total Total
REMmE T G RERRE et Fk]
HKS'000 BT HKE000 BETH  HKY000 BTt HKE000 A%t HKS00HETR
Cost or valuation RAshE
At 1st January, 2004 R2004%1 818 434,643 3,088,013 1,471,446 4,559,459 4,994,102
Additions BE - 1,431,081 192,613 1,623,694 1,623,694
Revaluation surplus Bt EH 207,093 - - - 207,093
Revaluation of bank premises
transferred to investment T EREA
properties BEDR - 13,788 - 13,788 13,788
Transfer from bank premises RITHHA
to investment properties BENE 41,382 (44,369) - {44,369) (2,987)
Disposals i (39,019) (43,378) (65,019) (108,397) (147,416)
Exchange adjustments ERBE 17 2,055 6,194 8,249 8,366
At 31st December, 2004 R2004E12 8318 644,216 4,447,190 1,605,234 6,052,424 6,696,640
Accumulated depreciation and
amortisation ZHAEREH
At 1st January, 2004 ®2004%1818 - 330,083 1,022,889 1,352,972 1,352,972
Charge for the year FREAZLY - 45,653 159,510 205,163 205,163
Transfer to investment properties  BARANE - (2,987) - (2,987) (2,987)
Write back of impairment loss REEXEE - (12,839) - (12,839) (12,839)
Written back on disposals HERER - (4,044) (54,700) (58,744) (58,744}
Exchange adjustments ErBE - 425 4,784 5,209 5,209
At 315t December, 2004 F2004E12A318 - 356,291 1,132,483 1,488,774 1,488,774
Net book value at BEFE
31st December, 2004 H2004F12 AN R 644,216 4,090,899 472,751 4,563,650 5,207,866
The gross amounts of the LREERER
above assets are stated: FIRMT
At cost B - 3,367,546 1,605,234 4,972,780 4,972,730
At Directors' valuation RESEE
-1989 ~19894% - 1,079,644 - 1,079,644 1,079,644
At professional valuation REREE
- 2004 -2004%F 644,216 - - - 644,216
644,216 4,447,190 1,605,234 6,052,424 6,696,640
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Notes on the Accounts (continued)

RN (&)

31.FIXED ASSETS (continued) BEEEE @
The net book value of bank premises and investment properties comprises: THERIEMENREISERE:
The Group £
2005 2004
Investment Investment
Properties Bank Premises Properties Bank Premises
BEYE (5p 4 BEME TH
HK$'000 B TR  HK$'000 B¥FT HK$000#E T HKI'000 BT
Freeholds KRR
Held outside Hong Kong EEBBIMNEE 82,006 97,454 47,719 101,346
Leaseholds AR
Held in Hong Kong EEE
On long lease 232kt
(over 50 years) (SOEHA L) 499,500 1,694,121 645,649 3,528,248
On medium-term lease FERN
(10 - 50 years) (10E50%F) 271,700 1,408,949 20,000 238,349
On short lease REHRL
(below 10 years) (10% 4T - - - 94
Held outside Hong Kong EERLSMNLE
On long lease EEEDH
(over 50 years) (50 +) 57,501 128,419 49,950 136,279
On medium-term lease AR
(10 - 50 years) (10Z50F) 39,879 304,337 39,616 322,401
950,586 3,633,280 802,934 4,326,717
The Bank 877
2005 2004
Investment Investment
Properties Bank Premises Properties Bank Premises
REYR T4 BENE 1t
HK$'000 B8 F7x HKS000 B¥FR HK$'000E¥Tr HKS'000 B%Fr
Freeholds KA
Held outside Hong Kong EEEUIMDE - 13,131 - 13,731
Leaseholds Hia
Held in Hong Kong HEE
On long lease REBEN
{over 50 years) (50F M ) 499,500 1,694,121 534,649 3,381,870
On medium-term lease hERL
(10 - 50 years) {(10E50%) 382,800 1,330,485 20,000 238,349
On short lease ek
{below 10 years) 0FUT) - - - 84
Held outside Hong Kang BEEENSME
On long lease RERED
{over 50 years) (508 1) 57,501 128,419 49,950 136,279
On medium-term lease RETE L
(10 - 50 years) (10Z504F) 39,879 302,486 39,617 320,576
979,680 3,468,642 644,216 4,090,899
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Notes on the Accounts (continued)

RERZ (E)

The carrying amount of bank premises of the Group and the Bank would have been
HK$1,949,626,000 (2004: HK$2,498,458,000) and HK$1,749,947,000 (2004:
HK$1,947,984,000) respectively had they been stated at cost less accumulated
depreciation.

Investment properties in Hong Kong were valued at HK$771,200,000 as at 21st
December, 2005 by an independent valuer, DTZ Debenham Tie Leung Limited,
Chartered Surveyors who have among their staff Fellows of the Hong Kong Institute
of Surveyors with recent experience in the location and category of property being
valued. The valuation has been incorporated in the accounts as at 31st December,
2005 and it was performed on an open market value basis.

After the centralization of back offices to Millennium City 5 in 2005, certain bank
premises were vacant and an impairment loss of HK$ 188,840,000 was recognised in
the profit and loss account.

The Group leases out investment properties under operating leases. The leases typically
run for an initial period from 1 to 10 years, with an option to renew the leases after
that date at which time all terms are renegotiated. None of the leases includes
contingent rentals.

Rental income receivable from investment properties held for use under operating
leases amounted to HK$43,194,000 in 2005 (2004:; HK$45,998,000). There was no
contingent rental recognised during the year 2005 (2004: Nil).

The total future minimum lease payments of bank premises and investment properties
held for use under non-cancellable operating leases are receivable as follows:

BRSRAREMERITUAR DR BEHTEAR - 17
HERREESS I AE1,949,626,0007T
(20044 : #42,498,458,00070) B
1,749,947, 0007T (20044 : J5#1,947,984,000
7T e

R2005512 218 « TEEEMENFBERSE
#771,200,0007C - BEWERBUIHEM 5
HARMBRERT HEBRTEMNLMSSE
ETABEYHEREMENRERER BTSN
B - HERNLHTSBERER Y25
A2005F 1231 A ZBEER -

BB RIFIRN2005FB AL 2 AR B
FHEITTHEMEE Y AEBERANEROMR
{E 185 B 188,840,0007 ¢

SEHNASEEERBLRENE - BEEH
BERIFER10F - BHRETEANEEDE
REASH - rEROATREREES -

RER - UWEEHGERLNRENEZE
W€ BE43,194,0007T (2004 B%
45,998,0007T) * 2005 EF ARG HERNE
& (20044 : &) -

ATE R EE ST ERRNTTHERIRENHE
MARZEBEEENRERNOT

The Group £8 The Bank 817
2005 2004 2005 2004
HK$'000 BB TR  HK$'000 B%TT HK$000 BEFR HKS'000 BETT
Within one year 1ELR 38,414 38,755 35,825 22,318
After one year but within five years  1EABESER 53,036 49,786 44,461 28,927
After five years SELLE 3,775 7.360 928 2,043
95,225 95,901 81,214 53,288
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Notes on the Accounts (continued)

BRIEREE (F)

32.AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES MIEBQ TR X H B A TFIE

During the year, the Bank entered into transactions with certain subsidiaries in the REER - RRTHEETHBRRALENE
ordinary course of its banking business. Details of the amounts due from and due to BES - WBLRRREKRIE D SIFEFT]
subsidiaries are as follows: mr

(@) Amounts Due from Subsidiaries (a) MIEBARR

The Bank &7
2005 2004
HK$'000 B%¥F5x HK$'000 A% T

Financial institutions SEE 244,132 421,722
Others Hip 1,484,685 1,634,142
1,728,817 2,055,864
{b) Amounts Due to Subsidiaries (b) ZMELIFIE
The Bank 817
2005 2004

HK$'000 8% Fx  HK$'000 B¥Fr

Financial institutions SRS 4,364,094 5,002,439
Others Hib 5,488,283 5,360,244
9,852,377 10,362,683

33.INCOME TAX IN THE BALANCE SHEET EEEEBFNRIFFESE

(a) Current Taxation in the Balance Sheet Represents: (a) BEESBRANTEHESR @
The Group £8 The Bank #17
2005 2004 2005 2004

HK$'000 % T HKY'000 B%Fr HKS'000 B¥Frn HK$'000 BT

Provision for Hong Kong Profits AEFEBMEN

Tax for the year (Note 13(a)) BEBIE130) 366,845 297,723 312,167 245,028
Provisional Profits Tax paid BAEHHEH (243,916) (237,837) (193,677) (201,359)
122,929 59,886 118,490 43,669
Balance of Profits Tax provision LEFERIEH
relating to prior years EEER 76,939 88,674 75,730 88,222
Overseas taxation I HIE 61,827 30,809 54,363 20,139
261,695 179,369 248,583 152,030
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Notes on the Accounts (continued)

BREME (E)

(b) Deferred Tax Assets and Liabilities Recognised (b) BEHEEERAMESE

The components of deferred tax (assets)/liabilities recognised in the consolidated BRREAEEABECRERERE) /B
balance sheet and the movements during the year are as follows: . . .
BERERBY RERZZBIT

The Group £
Depreciation
allowances Impairment
in excess of Leasing losses on
related  partnership  Revaluation financial
Deferred tax arising from: depreciation transactions of properties assets  Tax losses Others Total
BARENE SREEH
BRBERE: HAERHE ABERRE WRER HERR B Hit )

HK$'000 HK$'000 HKS$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRTR RETR BETT BRTIR BYETR BTN BETR

At 1st January, 2005 #2005F1 5318
- As previously reported ~WHES 280,869 382,210 192,217 (184,504) {72,640) 1,653 599,805
- Prior petiod adjustments in ~BHE(EEEHEN
respect of HK(SIC) REENTH
Interpretation 21 if ek
{Note 38(i (GESEHO) 34,342 - - - - - 34,342
- As restated, before B3
opening balance (TRESD
adjustments ERAE) 315,211 382,210 192,217 {184,504) (72,640) 1,653 634,147
- Opening balance ~BR(EReY
adjustments in raspect EEDE39%,
of HKAS 39 HEDEGES - - - 106,110 (637) - 105,473
- As restated -t 315,211 382,210 192,217 (78,394) (73,277} 1,653 739,620
Write off against investment RENEE - (167,276) - - - - (167,276}
Chargedf(credited) to FABEEA
consolidated profit and loss b EVACIN]
account (Note 13(a)) (FiE13(2) (18,884) (3.381) - 29,109 44,510 4,633 55,987
Credited to reserves BAGER
(Note 38(c) (Fitix38() - - (37.818) - - - (37,818)
Exchange and other
adjustments BRREMEE (101) - - 161 3,255 (4,812) (1,497)
At 315t December, 2005 B2005F12A318 296,226 211,553 154,399 (49,124) (25,512) 1,474 589,016
The Group &5
Depreciation
allowances Impairment
in excess of Leasing losses on
related  partnership  Revaluation financial
Deferred tax arising from: depreciation  transactions  of properties assets Tax losses Qthers Total
BEEWSE SREEY
BEBERE: NRELRE ABHEERS NEERE HER% Bi# £t et
HK$'000 HK$'000 HK$'000 HK$'000 HK$°000 HK$'000 HK$'000
BETT BETR AT BRI BEFT RBTT BHTT
At st January, 2004 #0041 18 281,859 555,523 190,343 (171,480)  (67,324) 1,787 790,708
Write off against investment BEREE - (243,308) - - - - (243,308}
Charged/(credited) to FEBEER
consolidated profit and loss W/ (A
account {Note 13(a)) (restated)  (Fiiz13(a) (EH) 33,235 69,995 - (12,957) (6,347) 3,808 87,734
Charged to reserves (Note 38(c))  Fafaais (sE3s(() - - 1,874 - - - 1,874
Additions through acquisition  RIERBAE
of subsidiary HEE 117 - - - - - 117
Exchange and other adjustments EXEBEtHR - - - 67) 1,031 (3,942) (2,978)
At 31st December, 2004 120045127318
(restated) (E®) 315,21 382,210 192,217 (184,504) (72,640) 1,653 634,147
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Notes on the Accounts (continued)

RRAEM I (F)

33.INCOME TAX IN THE BALANCE SHEET (continued) ZEEBERAMFAER @

(b) Deferred Tax Assets and Liabilities Recognised (continued) (b) BEMESERSEREZE)

The Bank £17
Depreciation
allowances Impairment
in excess of Leasing losses on
related partnership Revaluation financial
Deferred tax arising from: depreciation transactions of properties assets  Tax losses Others Total
RAERITE SREEN
REHERA: WHRERHE ABHERZ NEER HEBR% it} e k]
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BYETR BETR BETR B¥TR BETR BETR BETR
At 1st January, 2005 B200551A1E
- As previously reported ~AIER 268,325 382,210 192,217 (182,415) (67,284) 5770 598,823
- Prior period adjustments in -ER(EREIEND
respect of HK{SIC) REENTH
Interpretation 21 HIERE
{Note 38(i)) (B3 s3800) 34,342 - - - - - 34,342
- As restated, before ~ &%
opening balance (FoESYD
adjustments EeEE) 302,667 382,210 192,217 (182,415) (67,284) 5770 633,165
- Opening balance -BHERE:
adjustments in respect EANE3H
of HKAS 39 RENEHER - - - 105,984 {637) - 105,347
- As restated -ER 302,667 382,210 192,217 (76,431) (67.921) 5770 738,512
Write off against investment REREES - {167,276) - - - - (167,276)
Charged/{credited) to profit BREARE/
and loss account (TN (7,548) (3.381) - 29,427 41,743 4,633 64,874
Credited to reserves BEARBA
(Note 38 () (133800 - - (37,818) - - - (37,818)
Exchange and other adjustments B X REMHE - - - 190 3,255 (5,077) (1,632)
At 31st December, 2005 R2005F12A31R 295,119 211,553 154,399 (46,814) (22,923) 5,326 596,660
The Bank 17
Depreciation
allowances Impairment
in excess of Leasing losses on
relsted  partrership  Revaluation financial
Deferred tax arising from: depreciation  transactions  of properties assets Tax losses Others Total
HBERFE SREER
BEFERR! MFESHE ABRERS nEER RER% & Efb £%
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRI EETR BETT BETT BETR AETT BETT
At 1st January, 2004 #2004F1 418 264,138 555,523 190,343 (171.314) (55,135) 3,367 786,922
Write off against investment REGHEA - (243,308) - - - - (243,308)
Charged{credited) to profit FaBREARE/
and loss account {restated) (FA) (EH) 38,529 69,995 - (11,035) (6,468) 2,403 93,424
Charged to reserves (Note 38(c)) BB rRES (i 3238(c) - - 1,874 - - - 1874
Exchange and other adjustments BX RE{EHER - - - (66) {5,681) - {5,747)
At 31st December, 2004 120046128318
(restated) (Et) 302,667 382,210 192,217 (182,415) (67,284) 5,770 633,165
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Notes on the Accounts (continued)

REMZE ()

The Group 8 The Bank &17
2005 2004 2005 2004
Restated E Restated &
HK$'000 BT HK$'000 88T  HK$'000 BEFR  HKS000 #¥8F

Net deferred tax assets recognised ~ HERREEBBERNEL

on the balance sheet HEAETE (38,469) (95,119) (30,233) (84,942)
Net deferred tax liabilities recognised WRWAEBREN
on the balance sheet BEHBRERE 627,485 729,266 626,893 718,107
589,016 634,147 596,660 633,165
{c) Deferred Tax Assets Not Recognised (o) REREEHEE
The Group has not recognised deferred tax assets in respect of cumulative tax losses R TTRER SR 1 A A A AT SRRy B R
of HK$121,853,000 (2004: HK$104,441,000) as it is not probable that future taxable BHFNABHEBER  FEUYRERRE
profits against which the losses can be utilized will be available in the relevant tax HIEEIEBE121,853,0007 (20044 :
jurisdiction and entity. Under the current tax legislation, the expiry dates of the tax 104,441,0007T) REEBURRE - RIFRHH
losses were as follows: Biab - ZEHESENHBANT
2005 2004

HK$'000 B% ¥ 7 HK$'000 E¥FiT

Expiring within 5 years REFAEH 30,398 25,894
Expiring more than 5 years FEEEDIE 4,001 5,509
No expiry date EEAE 87,454 73,038

121,853 104,441
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Notes on the Accounts (continued)

BRIEMFE (F)

34, OTHER LIABILITIES HfthBE&E
The Group £H The Bank 817
2005 2004 2005 2004
HK$'000 B%Fx HKS000 BHF HK$'000 B¥FR HKI000 BEFR
(a) Trading Liabilities REAERERE
Exchange fund bills sold NERSERTE 1,194,545 899,906 1,194,545 899,906
Exchange fund notes sold NEEREHRTE 35,336 36,724 35,336 36,724
1,229,881 936,630 1,229,881 936,630
Negative fair value of
derivatives HEIEMALTER 707,118 255,228 705,188 255,228
1,936,999 1,191,858 1,935,069 1,191,858
{b) Other Accounts and Provisions  ESREBRES
Accrued interest payable RERITHRLE 722,175 477,401 543,145 302,064
Other accounts EtER 6,186,085 4,173,789 4,192,304 2,668,752
6,908,260 4,651,190 4,735,449 2,970,816
35. LOAN CAPITAL MEASURED AT FAIR VALUE THROUGH PROFIT OR LOSS
BRRABRUEROATEENEEESR
The Group £8 The Bank #£17
2005 2004 2005 2004
HK$'000 B%Tx HK$'000 BETt HK$'000 BEFx HKI'000 B¥Tr
US$550 million 7.5% 550,000,000 T4 8
subordinated notes 75%MEEER 4,273,921 4,271,124 - -
US$550 million 5.625% 550,000,000 TEE
subordinated notes 5625% ML ERE 4,274,859 - 4,274,859 -
8,548,780 4,271,124 4,274,859 -

Loan capital of face value of HK$4,265,305,000 (US$550,000,000) and carrying
amount of HK$4,273,921,000 (US$551,111,000) represents 7.5% subordinated notes
qualifying as tier 2 capital which were issued on 30th January, 2001 by East Asia
Financial Holding (BVI) Limited, a single purpose wholly owned finance subsidiary of
the Bank. The Bank unconditionally and irrevocably guarantees all amounts payable
under the notes which are listed on the Luxembourg Stock Exchange. The notes will
mature on 1st February, 2011.

On 13th December, 2005, the Bank issued 5.625% subordinated notes qualifying as
tier 2 capital with face value of HK$4,265,305,000 (US$550,000,000) at 99.725%.
The carrying amount of the notes as at 31st December, 2005 was HK$4,274,859,000
(US$551,232,000). The notes are listed on The Stock Exchange of Hong Kong Limited
and will mature on 13th December, 2015.
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Notes on the Accounts (continued)

REKZ (F)

36. EQUITY SETTLED SHARE-BASED TRANSACTIONS RREXIXEH

The Bank has adopted Staff Share Option Schemes whereby the Board of the Bank
may at its discretion grant to any employees, incfuding Executive Directors and Chief
Executive, of the Group options to subscribe for shares of the Bank. The options may
be exercised during the period beginning on the first anniversary of the Date of
Grant and ending on the fifth anniversary of the Date of Grant. All options were
granted for nil consideration.

FITHRANEERRHBRATHESTR
BRLZRETREOZEMER  BIEHOGH
BRITHAY - MRBERTRE - BRENT
EHRARTENE I AEHAERTENES
BFELL - FrERBEE AT BRI A B -

(a) Particulars of share options (a) RBREFE

Exercise Price

Date of Grant Vesting Period Exercise Period Per Share
BITAW B TS SRITEME

HK$ES
20/4/2000 20/4/2000 - 19/4/2001 20/4/2001 - 20/4/2005 16.46
19/4/2001 19/4/2001 - 18/4/2002 19/4/2002 — 19/4/2006 16.96
18/4/2002 18/4/2002 - 17/4/2003 18/4/2003 — 18/4/2007 15.80
02/5/2003 02/5/2003 - 01/5/2004 02/5/2004 - 02/5/2008 14.90
22/4/2004 22/4/2004 - 21/4/2005 22/4/2005 - 22/4/2009 23.23
03/5/2005 03/5/2005 - 02/5/2006 03/5/2006 — 03/5/2010 22.95

(b) The number and weighted average exercises prices of share options are as  (b) SITHFRRENHE RMNBFLHTETNOT ¢

follows:
2005 2004
Weighted average Number Weighted average Number
exercise Price of options exercise Price of options
DEEYTER BRERR TSR E RRERA
HK$ B 000 F HKS BH T 000 F
Outstanding at the beginning
of the year ENgEs 19.38 30,075 15.42 26,484
Exercised during the year FERTE 15.70 {4,498) 15.30 (11,264)
Granted during the year FERST 22.95 16,410 23.23 15,495
Lapsed during the year FEAXN 22.95 (1,077) 20.76 (640)
Outstanding at the end of the year ~ £E## 2112 40,910 19.38 30,075
Exercisable at the end of the year EERMETE 19.95 24,920 15.52 15,030

EFATERREE BOIETERESS
#223.047T (2004F : #HE22.937T) ©

H2005€E 128318 « MARTERRENITEME
BAR14.90TEAH23.237T (20044F « B
B2 09T EHE23.237) - REBHAHFEHY
T ERA3.31F Q004F : 3.45%) o

The weighted average share price at the date of exercise for shares options exercised
during the year was HK$23.04 (2004: HK$22.93).

The options outstanding at 31st December, 2005 had an exercise price from HK$14.90
to HK$23.23 (2004: from HK$12.09 to HK$23.23) and a weighted average remaining
contractual life of 3.31 years (2004: 3.45 years).
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Notes on the Accounts (continued)

RREME (F)

36. EQUITY SETTLED SHARE-BASED TRANSACTIONS (continued) BREXFRZ @

(c) Fair value of share options and assumptions (0 ZRENAFEERRBR
The fair value of services received in return for share options granted are measured BERBUBRRBREN S TEERE TR
by reference to the fair value of share options granted. The estimate of the fair value ENATEESNS - RTRAREZ R AFE
of the share option granted is measured based on a trinomial lattice model. The ER-ZREXBREEER - BRENEHER
contractual life of the option is used as an input into this model. A AZER -
2005 2004

Fair value at measurement date R ERNAFEE HK$1.57 HK$3.70
Share price BB HK$22.95 HK$22.80
Exercise price TR HK$22.95 HK$23.23
Expected volatility (expressed as weighted TEEHRIE A= B R EE

average volatility used in the modelling [EENET Eapiis:

under trinomial lattice model) FHRE) 11.31% 24.47%
Option life RS 5 years 5 years
Expected dividends HEHRE 6.69% 6.26%
Risk-free interest rate (based on ERBAE RBINE

Exchange Fund Notes) ZER 3.15% 3.13%
The expected volatility is based on the historic volatility {calculated based on the FEEHR IR 2 AR B 1 2 SIS (LASRRSAE R i F)
weighted average remaining life of the share options), adjusted for any expected e E)  BREBEARFANERSER
changes to future volatility due to publicly available information. Expected dividends IR R o AHILAIRBANGS -
are based on historical dividends. Changes in the subjective input assumptions could TESABRNEBREATELLEEY
materially affect the fair value estimate. 1H5t e
Share options were granted under a service condition. This condition has not been AGKERN IS BT S BRIGIEME - ST R
taken into account in the grant date fair value measurement of the services received. A EREPHEERSADEEE - FES
There were no market conditions associated with the share option grants. SR RS T RRERRE -
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Notes on the Accounts (continued)

RIBEMEE (EF)

37. SHARE CAPITAL J&&

2005 2004
No. of shares Nominal value No. of shares Nominal value
BH#Ha H{E BHYE BE
000 ¥ HK$'000 B%FR 000 ¥ HK$'000 EETT
Authorised: EERE
Ordinary shares of HK$2.50 each ERBRERAEKLS0T 2,600,000 6,500,000 2,600,000 6,500,000
Issued and fully paid: CDETRARRS
At 1st January W1A1R 1,491,998 3,729,996 1,467,453 3,668,634
Shares issued under Staff Share
Option Schemes BIBE BRI BRINRG 4,498 11,245 11,264 28,159
Shares issued in lieu of dividends LR BB TR 13,733 34,334 13,281 33,203
At 31st December B12A318 1,510,229 3,775,575 1,491,998 3,729,996

(a)

Pursuant to the approved Staff Share Option Schemes (the “Schemes”), options to
purchase ordinary shares in the Bank were granted to eligible employees. The option
price of the Schemes adopted before 2002 was 95% of the average closing price of
the existing shares of the Bank on The Stock Exchange of Hong Kong Limited for the
five business days immediately preceding the date of offer of such options. For the
Schemes adopted in and after 2002, the exercise price equals the fair value of the
underlying shares at the date of grant. The options granted under the Schemes will
be exercisable between the first and the fifth anniversaries of the date of grant.

Shares Issued under Staff Share Option Scheme

During the year, options were exercised to subscribe for 4,498,000 ordinary shares in
the Bank at a consideration of HK$70,638,000 of which HK$ 11,245,000 was credited
to share capital and the balance of HK$59,393,000 was credited to the share premium
account (Note 38). HK$240,000 has been transferred from the capital reserve to the
share premium account in accordance with policy set out in Note 2(g)(iv).

RBEBRRE AEARNERSEAER
RITEYEIBARALD - 20026 LAR MR M ET
B RREEEBRTRBEE B ZAEER
BETRERGOTIHRTHENS%IH - @
2002 FHERARHETH - BRI R M EARRG
REFANATEEER « RBEUFTREEN
R hRETFARNE I AGEEEAEH
RIFTEE o

BHRESIRETHRTHRS

EER BTERBREBEUBEBATEER
4,498,0008% 2 2B B/E¥70,638,0007T K
11,245, 000 FARE  BREAEE
59,393,0007CE AR (8 (B EE38) » RIERM
2R - BB ETHEERE 240,000
TR HEER -

(b) Terms of Unexpired and Unexercised Share Options at Balance Sheet Date (b) REEAMFRBARITENRREZ BRI

2005 2004

Number of Number of

Date of options granted Option price shares shares
EREEFEH el s BEHE fRIDER
20/4/2000 HK$%%16.46 - 1,480,000
19/4/2001 HK$#E%16.96 2,015,000 2,185,000
18/4/2002 HK$%&%15.80 2,285,000 2,795,000
02/5/2003 HK$#E%14.90 6,270,000 8,570,000
22/4/2004 HK$##23.23 14,350,000 15,045,000
03/5/2005 HK$#E®E22.95 15,990,000 -
40,910,000 30,075,000
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Notes on the Accounts (continued)

BRIEKF (&)

38.RESERVES {1

2005
The Group £H The Bank 817 Associates &L 5]
HK$000 B%+7 HK$'000 B% T T HK$'000 B¥F
(a) Share Premium (undistributable) @ BROEBFITES
At 1st January R1A1H 631,188 631,188 -
Net premium on shares issued under Staff EERRGTE TR
Share Option Schemes RisHBEEE 59,393 59,393 -
Transfer the fair value of option BEELARENBRE
from capital reserve DTEE
— share option issued —BRTRRE 240 240 -
Shares issued in lieu of dividends IABR{E 8 1T HIRR D (34,334) (34,334) -
Capital fee BRER (58) (58) -
At 31st December M12A318 656,429 656,429 -
(b) General Reserve (b) —fetatE
At 1st January MAR 12,045,266 11,883,314 54,070
Transfer from retained profits BEEREN 6,095 - 6,095
Realised surplus on disposals BEEMRENEER
transferred from revaluation reserve HENEHBERS 278,819 228,821 -
Shares issued in lieu of dividends DBRREBITMREG 313,034 313,034 -
At 31st December #W12A318 12,643,214 12,425,169 60,165
{¢) Revaluation Reserve on Bank © fIUELREE
Premises (undistributable) (TARE)
At 1st January B1R18 1,007,505 957,507 -
Release of net deferred FHESEIERE
tax liabilities (Note 33(b)) (B3t 330 37,818 37,818 -
Revaluation surplus on bank BITTHEEREDE
premises transferred to FEENEERY
investment properties 12,429 14,535 -
Realised surplus on disposals BA—RBENCERY
transferred to general reserve EYENERERS (278,819) (228,821) -
At 31st Decemnber R12A318 778,933 781,039 -
(d) Statutory Reserves (undistributable) d) hETHSTTER)
At 1st January B1A18 1,410 - 1,410
Transfer to realised reserve BADRERE (1,424) - (1,424)
At 31st December #M12R318 (14) - (18)
{e) Capital Reserve (undistributable) (e) AXRE(FARE
At 1st January and 31st December WA1BR128318 86,436 - -
(fy  Exchange Revaluation Reserve {undistributable) () EXEEHECFIER)
At st January W1A1E 49,813 44,801 {(16,586)
Exchange adjustments EXRE 28,755 1,857 14,977
At 31st December ®12A318 78,568 46,658 (1,609)
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Notes on the Accounts (continued)

BRIER ()

2005
The Group £ The Bank 817 Associates BE L F]
HK$'000 #%¥ TR  HKS'000 B%Tr  HKS$'000 BMTR
(g) Capital Reserve - Staff Share Options Issued (g BrHEE-EERRE
{undistributable) HBFT(PAER)
At 1st January R1A18
- As previously reported — iR - - -
~ Prior period adjustments in - BR(EEMBRE
respect of HKFRS 2 REDEFH
RSB 41,749 41,749 -
- As restated -Ef 41,749 41,749 -
Transfer the fair value of option to ATENTEEREA
share premium BiEE {240) (240} -
Forfeited options expended off RRIBE X HHBR
to retained profits BH) BEEH (1,499) (1,499) -
Addition £ 29,796 29,796 -
At 31st December R12A31H 69,806 69,806 -
(h) Investment Revaluation Reserve (undistributable) (h) RERE (FITER)
At 1st January H1A1R - - -
Changes in fair value of securities BFLTEENEE 359,477 345,285 1174
Exchange adjustments EHRZ (748) (12) -
At 31st December #®12A318 358,729 345,273 1,174
() Retained Profits i BEHRH
At 1st January MATR
- As previously reported —EER 4,175,867 2,942,109 396,256
— Prior period adjustments in respect of - ~AREERER
~ HKFRS 2 —{(EEUMBRERAD
25 (41,749) (41,749) -
~ HK(SIC) Interpretation 21 —{EEEHED
BEENR (34,342) (34,342) -
- As restated, before opening -ER(FRESY
balance adjustments RERE) 4,099,776 2,866,018 -
~ Opening balance adjustments in - ElEREHEAD
respect of HKAS 39 F39% e
EHRE 595,788 556,425 -
~ As restated -Bf 4,695,564 3,422,443 396,256
Net profit for the year EZ AT 2,748,725 2,615,550 33,731
Transfer to general reserve BA-RES (6,095) - (6,095)
Transfer to profit and loss account on HEBEL L
disposal of associates BABRE 1,424 - 18,642
Forfeited options expended off E¥ERE HRE 1,499 1,499 -
Dividends (Note 15) B2 (Bizks)
~ Interim dividend —hER 8 (496,127) (496,127) -
— Final dividend in respect of previous year - LERRBERS {1,195,301) (1,195,301) -
At 31st December R12A31 5,749,689 4,348,064 442,534
() Total Reserves () HEEs 20,421,790 18,672,438 502,250
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Notes on the Accounts (continued)

BRIENRIE (F)

38.RESERVES (continued) {16 @)
2004
The Group &8 The Bank $17  Associates BHE Q]
HK$'000 % Fx HK$'000 & T HK$'000 A%+
{a) Share Premium (undistributable} () BPEE TR
At 1st January ®1A1E 520,305 520,305 -
Net premium on shares issued 18 2R B T BT
under Staff Share Option Schemes MR R EER 144,230 144,230 -
Shares issued in lieu of dividends KR EETHRE (33.203) (33,203) -
Capital fee EXER (144) (144) -
At 31st December #12R318 631,188 631,188 -
(b) General Reserve b) —x5EE
At st January ®1B1H 11,747,096 11,587,520 51,694
Transfer from retained profits BEEREN 2,376 - 2,376
Shares issued in lieu of dividends PARR L S B(TRORR 1D 295,794 295,794 -~
At 31st December H12A318 12,045,266 11,883,314 54,070
(¢) Revaluation Reserve on Bank Premises (@ IEERE
{undistributable) (FRIEE)
At 1st January M1 A18 982,752 932,754 -
Recognition of net deferred tax EEHERETE
liabilities (Note 33(b)) 2 (B 3E 33(b)) (1,874) (1,874) ~
Revaluation surplus on bank premises FITTHBERE
transferred to investment properties DEREENER 13,788 13,788 ~
Impairment loss written back BEBXEE 12,839 12,839 ~
At 31st December ®12A314 1,007,505 957,507 ~
(d) Statutory Reserves (undistributable) (d) ZEBETIRE
At 1st January A1 5,532 - 5,532
Transfer to realised reserve BADEREE (4,122) - (4,122)
At 315t December #12A318 1,410 - 1,410
(e} Capital Reserve (undistributable) (o) BAEETIRY)
At 1st January and 31st December WA1BR128318 86,436 - ~
(fi Exchange Revaluation Reserve (undistributable)  (f) EXERGHE (FTER)
At 1st January MAE 24,939 19,902 (4,453)
Exchange adjustments ERER 24,874 24,899 (12,133)
At 31st December R12A318 49,813 44,801 (16,586)
(g) Capital reserve - Staff (@) BARE-BA
Share Options lssued (undistributable) ERERE (FRIES)
At 1st January R1A1A - - ~
Equity settled share-based
transactions (restated) R (ER 41,749 41,749 -
At 315t December (as restated) K12A31H (ER 41,749 41,749 ~
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Notes on the Accounts (continued)

RIEMEE ()

2004
The Group £8 The Bank $8{7  Associates BYE Q7
HKE000 BT HKSO00 B¥Ti  HKY000 TR
(h) Investment Revaluation Reserve thy RABRREE
(undistributable) (RIEE)
At 1st January and 31st December MA1BR1I2ZA3NA - - -
{i) Retained Profits () BEER
At 1st January MA1R 3,075,562 2,150,574 314,422
Net profit for the year EERRT
- As previously reported —mAER 2,423,800 2,116,776 68,995
- Adjustments arising from -BEHRREE
change in accounting policies BENATHRR {76,091) {76,091) -
- As restated -&8 2,347,708 2,040,685 68,995
Transfer to general reserve BA-RESE (2,376} - (2,376)
Transfer to profit and loss account HERE QAL
on disposal of associates BABRER 4,122 - 15,215
Dividends (Note 15) B (B3E15)
- Interim dividend —PHERE (414,535) (414,535) -
- Final dividend in respect of previous year - LEEXRSRs (910,706) (910,706) -
At 31st December ®12R318 4,099,776 2,866,018 396,256
i Total Reserves 0 FEeEs 17,963,143 16,424,577 435150

The application of the share premium account is governed by Section 48B of the
Hong Kong Companies Ordinance.

General reserve was set up from the transfer of retained earnings, the realised
revaluation surplus on disposal of properties and the value of shares issued in lieu of
dividend.

Revaluation reserve on bank premises and exchange revaluation reserve have been
set up and are dealt with in accordance with the accounting policles adopted for the
revaluation of bank premises and foreign currency translation.

Statutory reserves are set up to supplement the paid-up capital until the sum of paid-
up capital and the statutory reserves are equal to the registered capital for certain
associates.

Capital reserve represents the capitalisation of subsidiaries’ reserves,

Capital reserve - staff option issued comprises the fair value of the actual or estimated
number of unexercised share options granted to employees of the Bank recoginsed
in accordance with the accounting policy adopted for share based payment in Note
2(a)iv).

Investment revaluation reserve comprises the cumulative net change in the fair value
of available-for-sale securities held at the balance sheet date and is dealt with in
accordance with the accounting policies in Notes 2(f) and (k).

The Group complies with Hong Kong Monetary Authority’s requirement to maintain
minimum impairment allowances in excess of those required under Hong Kong
Accounting Standards. As at 31st December, 2005, HK$391,000,000 was included
in the retained profits in this respect which was distributable to equity holders of the
Group subject to consultation with the Hong Kong Monetary Authority.

RIDREREER - FTR(RFIEG) HE488
GFTEHE -

—RREENER  BREEERFIEE  HEY
RENERREERBRARKERITHRG
MYEE -

T REYEEGRERELBEERENAE
RREE - RIBEITH  READREETING
FHEFRANEEHIE -

EERERBIEINTRBRFAEETMARE R
EERENSEAR LME QR ITMREE
A o

ARHEENBLRHANERLRT -

AEXEE-BITRRECERRE AT HME
AN RS N B RRERR AT
BREZERSEFRETERRERINDLT
RiE -

AR DR R AN EA0AOF RS
THEARENEIETRREESN RO
FREZHHE -

AEEFAERSRTERZERMEISEH
BIESSHEMORTRERE - N2005%
128318 EEEMToERNEBRTER
F R £ AR FE%5391,000,0007T © {BIEHERTE
EHBEESUEER -
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Notes on the Accounts {continued)

RERZ (E)

38.RESERVES (continued)

&% @

At 31st December, 2005, the aggregate amount of reserves available for distribution
to equity holders of the Bank was HK$16,773,233,000 (2004 restated:
HK$14,749,332,000). After the balance sheet date the directors proposed a final
dividend of HK$0.93 per ordinary share (2004: HK30.80 per share), amounting to
HK$1,404,514,000 (2004: HK$1,193,599,000). The dividend has not been recognised
as a liability at the balance sheet date.

H2005F 128318 - AIRBTRITARROERE
B BEYE16,773,233,0007T QO04AESH : B
#14,749,332,00050) - EEHEBEEBRIER
H B SRR EARA 0,937 (20044 + JEH#50.80
TT) v MEEEYE1,404,514,0007T (20045 ¢ B
#£1,193,599,00070) « MEE B RERZK
BRBE-

39.MINORITY INTERESTS A HEEEXR

2005 2004

HKS'000 B8 TR HLKS'000 BE TR

At 1 January »1AB 165,655 24,418
— acquisition of subsidiaries ~-BARBAT 975 -
- decrease/(increase) in shareholding ~ WL,/ () 3,409 (2,092)
~ contribution from minority shareholders —LEMIREER - 118,562
- exchange adjustments —SNEHE (132) -
Profit for the year — AR 37,256 24,767
At 31 December ~-R12A318 207,163 165,655

40.FINANCIAL RISK MANAGEMENT BI K E R ER

(a

~
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This section presents information on the Group’s financial risk management.

The Group has in place a credit risk management system to identify, measure, monitor
and control the various types of risk that the Group faces and, where appropriate, to
allocate capital against those risks. The risk management policies including credit
risk, market risk, interest rate risk, liquidity risk, operational risk, legai risk, reputation
risk; and strategic risk of the Group are reviewed regularly by the Management and
related recognised committees, and recommendations are made by the Risk
Management Committee for the approval of the Board of Directors. The internal
auditors also perform regular audits on business units to check compliance with
policies and procedures.

Credit Risk Management

Credit risk arises from the possibility that a customer or counterparty in a transaction
may default. Such risk may arise from counterparty risks from loan and advances,
issuer risks from the securities business, counterparty risks from trading activities and
country risks.

The Board of Directors has delegated authority to the Credit Committee to oversee
management of the Group’s credit risk, independent of the business units, The Credit
Committee reports to the Board of Directors via the Risk Management Committee,
which deals with all credit risk management related issues of the Group.

The Credit Committee is responsible for all credit risk related issues for the Group.
The Group identifies and manages credit risk through target market definitions,
formulation of credit policies, credit approval process and monitoring of asset quality.

(a

~
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Notes on the Accounts {continued)

BRIEMFE (&)

In evaluating the credit risk associated with an individual customer or counterparty,
financial strength and repayment ability are always the primary considerations. Credit
risk may be mitigated by obtaining collateral from the customer or counterparty.

The Group has established policies and procedures 1o identify, measure, monitor and
control credit risk. In this connection, guidelines for management of credit risk have
been laid down in the Group’s Credit Manual. These guidelines stipulate delegated
lending authaorities, credit extension criteria, credit monitaring process, 10-grade loan
classification system, credit recovery and provisioning policy. They are reviewed and
enhanced on an on-going basis tc cater for the market change, statutory requirement
and best practice risk management processes.

The Group's credit risk management for the major types of credit risk is depicted as
follows: -

0

(ii)

{iiiy

(iv)

Corporate credit risk

The Group has laid down policies and procedures to evaluate the potential credit
risk of a particular counterparty or transaction and to approve the transaction,
For corporate customers, the Group has a detailed risk grading system that is
applied to each counterparty. To monitor concentration risk, the Group has pre-
set limits for exposures to individual industries and for borrowers and groups of
borrowers. The Group also has a review process that ensures the proper level of
review and approval depending on the size of the facility and risk grading of the
credit.

The Group undertakes ongoing credit analysis and monitoring at several levels.
The policies are designed to promote early detection of counterparty, industry or
product exposures that require special monitoring. The overall portfolio risk as
well as individual problem loans and potential problem loans are being monitored
on & regular basis.

Retail credit risk

The Group's retail credit policy and approval process are designed for the fact
that there are high volumes of relatively homogeneous, small value transactions
in each retail loan category. The formulation of credit policies is primarily based
on the demographic factors and the loss experience of the loan portfolios. The
Group monitors its own and industry experience to determine and periodically
revise product terms and desired customer profiles.

Credit risk for treasury transactions

The credit risk of the Group's treasury transactions is managed the same way as
the Group manages its corporate lending risk. The Group applies risk grading
system 1o its counterparties and sets individua! counterparty limits.

Credit-related commitment

The risks involved in credit-related commitments and contingencies are essentially
the same as the credit risk involved in extending loan facilities to customers.
These transactions are, therefore, subject to the same credit application, portfolic
maintenance and collateral requirements as for customers applying for loans.
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Notes on the Accounts (continued)

REMRZ (F)

40.FINANCIAL RISK MANAGEMENT (continued) BB ERE wm)

(a) Credit Risk Management (continued) (a) FERREE G

1 82 The Bank of East Asia, Limited Annual Report 2005

(v) Concentrations of credit risk

Concentration of credit risk exists when changes in geographic, economic or
industry factors similarly affect groups of counterparties whose aggregate credit
exposure is material in relation to the Group’s total exposures. The Group's portfolio
of financial instruments is diversified along geographic, industry and product
sectors.

The Group has been monitoring its concentration risk by adopting appropriate
risk control measures, such as setting limits on exposures to different industries
and loan portfolios.

(b} Market risk management

Market risk arises on all market risk sensitive financial instruments, including debt
securities, foreign exchange contracts, equity and derivative instruments, as welf as
from balance sheet or structural positions. The objective of market risk management
Is to avoid excessive exposure of earnings and equity to loss and to reduce the Group's
exposure to the volatility inherent in financial instruments.

The Board of Directors reviews and approves policies for the management of the
market risks. The Board has delegated the responsibility for ongoing general market
risk management to the Asset and Liahility Management Committee. The Asset and
Liability Management Committee reports to the Board of Directors via the Risk
Management Committee,

The Asset and Liability Management Committee deals with all market risk and liquidity
risk related issues of the Group. It is also responsible for deciding the future business
strategy witn respect to interest rates trend review.

The use of derivatives for proprietary trading and their sale to customers as risk
management products is an integral part of the Group’s business activities. These
instruments are also used to manage the Group's own exposures to market risk as
part of its asset and liability management process. The principal derivatives instruments
used by the Group are interest and foreign exchange rate related contracts, which
are over-the-counter derivatives or exchange traded derivatives. Most of the Group's
derivatives positions have been entered into to meet customer demand and to manage
the risk of these and other trading positions.

The Group sets various positions and sensitivity limit structures. Additionally, the
Group applies a sensitivity analysis and scenario analysis, both on individual portfolios
and on the Group’s consolidated positions to assess the potential impact on the
Group's earnings as a result of extreme movements in market prices.

(i) Currency risk
The Group's foreign currency positions arise from foreign exchange dealing,
commercial banking operations and structural foreign currency exposures. All
foreign currency positions are managed within limits approved by the Board.

The Group uses Value-at-risk (VaR) to quantify the market risk exposure of the
trading activities. VaR is a technigue that estimates the potential losses that could
occur on risk positions as a result of movements in market rates and prices over
a specified time horizon and at a give level of confidence.
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Notes on the Accounts (continued)

RERZE (&)

Structural foreign currency positions, which arise mainly on foreign currency
investments in the Group's branches, subsidiaries and associated companies, are
excluded from VaR measurements as related gains or losses are taken to reserves.
Such foreign currency positions are managed with the principal objective of
ensuring that the Group’s reserves are protected from exchange rate fluctuations.
The Group seeks to match closely its foreign currency denominated assets with
corresponding liabilities in the same currencies.

The following table indicates the concentration of currency risk at the balance

ARERDAT - HBREMEERERS
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TRETNEHDEBRRRP QIR

sheet date:
The Group &8
2005 2004
Other Cther
foreign foreign
HKD USD  currencies Total HKD Usb currencies Total
it Ef £ ] % i Rl 49
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK§'000
ARTR ARTR A¥Fn BETR BETR BETR BETR BRI
Assets RE

Cash and balances with banks RERERTR
and other financia! institutions EhnBEags 590312 1,393,234 2,542,041 4,525,587

797788 1055546 1802259 3,655,593

Placements with banks EBARERER

and others financia! institutions BERER 14,188,700 15597931  15560,624  45347,255 16,281,630 10549551 15252225 42,083,406
Trade bills 8558 29421 544,671 38,489 612,587 35348 1337973 26,817 1,400,138
Trading assets THAREE 2537282 655,968 52,329 3,245,579 1,988,657 243527 51,241 2,283,425
Financial assets designated FEREEES

at fair value through HRRATEE

profit or foss HEBTR 2,462,606 7,213,078 482023 10,157,707 ~ - - -
Advances to customers

and other accounts HAhEfRE 94,653,094 27,197,807 22985888 144,836,789 84758725 21,684,133 16,158,572 122,601,430
Available-forsale financial assets ~ WHHERREE 4837250 2,261,946 1299916 8,399,121 - - - -
Qther investments in securities EBHRE - - - - 5677884 4528203 1614534 11820621
Held-to-maturity investments HERNSRE 1,623,077 10,539,293 854,589 13,016,959 2324453 13215802 2017690 175572945
Investment in assoclates BELERE 538,494 230,086 - 768,580 534,121 191,842 - 725,963
fixed assets BrdE 5,078,184 140,208 137,507 5,355,899 5,451,459 143021 103270 5,697,750
Goodwil ikl 2,110,464 130,007 254479 2494950 2110464 116,663 21009 244815
Deferred tax assets BEHERE . 1183 13,130 24,196 38,469 14,851 38,619 41,649 95,119

128,650,042 65917359 44,232,081 238,799,482 119975380  53,104880  37.289,286 210,359,546

Liahilities R
Deposits and balances of banks ~ BOIREHER

and other financial institutions BEOERRER 445,169 1,457,589 11,882,661 13,785,419 388,187 1,674,153 7,509,317 9,571,657
Deposits from customers EPER 94,717,155 48,509,159 32,668,611 175894925 88015201 45174342 30,548,122 163,737,665
Trading liabiities L BARRE 1,516,853 369,905 50,241 1,936,999 1,140,089 989 50,780 1,191,858
Centificates of deposit issued BREIERE 4,290,756 940,558 1,200,077 6,431,391 2,464,734 913,545 800,294 4,178,623
Current taxation pg:chh 204,951 8,852 47,892 261,695 150,700 13,750 14919 179,369
Deferred tax liabilities BRHEAE 626,902 - 583 627,485 729,204 - 62 729,266
Other accounts and provisions EEERER 5,477,104 773,183 657,973 6,908,260 2,970,327 949,085 731,778 4,651,190
Loan capital BEER - 8548780 - 8548780 - 4N R VARV
Total liabilities BEWE 107278890 60,608,026 46,508,038 214394954 95858492 52996988 39,655,272 188,510,752
Off balance sheet positions BEEERIMNA
Credit commitments and

contingent liabilities ERABRERE 32,411,760 9121178 7,672,562 49,205,500 29,673,820 7,650,130 6,962,181 44,286,131
Derivatives fEIR 13417969 32,892,553 9,961,665 56,272,187 6,658,687 18,314,585 8670200 33643472
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Notes on the Accounts {continued)

BRIAN & (/&)

40.FINANCIAL RISK MANAGEMENT (continued) BIIEBEBRERE

{b) Market risk management (continued) by THAKBER ()
iy Currency risk {continued) h BERRGE
The Bank 847
2005 2004
Other Gther
foreign foreign
HKD USD  currencies Total HKD usp aurrencies Total
% E3 Ri% #8 frd £5 Afesi 28

HK$'000 HK§'000 HK$'000 HK$'000 HK$'000 HK3000 HK$000 HKS'000
BRTR BTR ABTR ¥ 7 BRI BB AL BT

Assets B2
Cash and balances with banks REREREH

and ather financial institutions iHeRRangr 539,34 1,316,186 2,520,905 4,376,415 768,630 910,926 1,780,900 3,460,456
Placements with banks and ESAREMGER

others financial institutions BERER 14,188,701 15314757 15549156 45052614 16281630 10367124 15044599 415893353
Trade bills 52K 29427 544,671 38,489 612,587 35,348 1,337,319 26,817 1,399,484
Trading assets RERREE 2,521,085 654,192 52329 3,227,606 1,973,556 243,527 51,241 2,068,324
Financial assets designated FEaBEEsN

at fair value through RHATEEN

profit or loss 2318 2,452,331 7,183,639 481963 10,117,933 - - - -
Advances to customers and

other accounts BRREAMEE 94854722 23384563 21,041,780 139,281,065 84977843 18547659 14587509 11811301
Available-for-sale financial assets EsRER 4582164 1,826,865 1204973 7704002 - - - -
Amounts due frory subsidiaries N DE £99,846 705,017 323954 1,728,817 855,953 782,497 417414 2,055,864
Other investments in securities Efisna - - - - 5,570,268 3,812,575 1610374 10993217
Held-to-maturity investments HEHERE 859,153 9,742,240 693,176 11,204,569 1926485 12,607,943 1850908 16,394,336
Investment in subsidiaries and MBLTA

associates b NG ol ] 825,982 1,206,184 208,666 2,240,832 723022 1,050,192 208,666 1,981,880
Fited assets B EE 5,063,893 8519 49,186 5,121,598 5,143,061 10,437 54,368 5,207,866
Goodwil fd 1,460,292 - - 1,460,292 1,460,292 - - 1,460,292
Deferred tax assels GiERREE - 9392 20341 30,233 13,950 3,984 33,008 84,942

128076920 61,896,225 42275418 232248563 119730038 49703183 35879804 205313025

Liabilties £
Deposits and balarnices of banks Edittm

and other financial institutions FRRER 445,169 1,417,651 1,742,321 13,605,141 383,187 1,610,794 7,477,037 9476,018
Deposits from custamers EFEHR 94,717,055 41430265 29743368 165,890,788  88,015201 38386825 27506291 153908317
Trading fabilities RHRERE 1,516,853 367,975 50,241 1,935,069 1,140,089 989 50,780 1,191,858
Certificates of deposit issued DEAERE 6,490,756 940,558 1,200,077 8,631,391 4,664,784 913,545 300,294 6,378623
Amounts due to subsidiaries rHBRAZE 403818 8,030,973 1,417,586 9,852,317 322,080 8410225 1530378 10362683
Current taxation AHEE 199,304 4579 44,700 248,583 134,015 11,806 6,209 152,030
Deferred tax liabilties EEREAR 626,893 - - 626,893 8107 - - 718,107
Other accounts and provisions EHETRER 3,577,531 550,522 607,396 4,735,449 1,574,052 730,101 566,663 2,970,816
Loan capital ERER - 4274859 - 42743859 - - - -
Total liabilities BEEE 107,977,479 57017382 44,805,688 209,800,550 96956515 50,064,285 38137852 185158452
Off balance sheet gositions BERBRINEE
Credit commitments and

contingent fiabilties cRRERIEER 32,457,160 8,688,838 7219391 48425389 29719519 7,125,661 6,636,445 43,481,625
Derivatives fiETR 13414029 32,174,666 9,961,665 55,550,360 673280 1809716t . 8670200 33,500,181
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Notes on the Accounts (continued)

HRIBHZE (&)

(i) Interest rate risk iy FEER

TEENMNESERANAERBERITHE
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BREAGEEEEMNREME  TEEER
REMESR ATORBRRRASNER
BERETELEFNRE - FRERS
ESHEE UHBEEEEIHROM
A BEARRROTABENRER
AMEAMTELE -

TERERREZ2ANBULFERENS

The Group’s interest rate positions arise from treasury and commercial banking
activities. Interest rate risk arises in both trading portfolios and non-trading
portfolios. Interest rate risk primarily results from the timing differences in the
repricing of interest-bearing assets, liabilities and commitments. It alsc related to
positions from non-interest bearing liabilities including shareholders’ funds and
current accounts, as well as from certain fixed rate loans and liabilities. Interest
rate risk is daily managed by the Treasury Department within the limit approved
by the Board of Directors. The instruments used to manage interest rate risk
include interest rate swaps and other derivatives.

The following table summarises the range of effective average interest rates for

the year ended 31st December for monetary financial instruments: BIAZERNRER
The Group HE The Bank $47
2005 2004 2005 2004
% % % %
Bo® BA® BO®R HAE
Assets BE
Cash and short-term ReRERITHOH
funds and placements SBRENESE
with banks and other REHTREM
financial institutions SEEIENTER 0-6.99 0-6.18 0-6.99 0-6.18
Trade bills, advances to BERE BFER
customers and advances RERFTREM
to banks and other SEHENER
financial institutions 1.01-17.89 0.76-17.40 1.01-17.89 0.76-17.40
Securities (Note) B (D) 1.80-8.14 0.16-4.08 1.80-8.14 0.16-4.08
Liabilities af
Deposits and balances RITREMERIBE
of banks and other BERREH
financial institutions 0.02-6.49 0.11-5.53 0.02-6.49 0.11-5.53
Deposits from customers ~ EFEFER 0-10.19 0-5.95 0-10.19 0-5.95
Certificates of deposit BEIAFRER
issued and loan capital EEER 2.69-7.59 0.61-7.50 2.69-7.59 0.61-3.10
Note:  Securities include: MR BEesE:

2005:  Certificates of deposit held, trading assets, financial assets designated at
fair value through profit or loss, securities measured as loans and

20054 : HEERE 254
B EEABERE

receivables, available-for-sale financial assets and held-to-maturity ARBQPOENS
investments BEE  LERRE
YRR AR -
AEHEERIER
BEIPRE
2004;  Certificates of deposit held, trading assets, other investments in securities 2004 - BEFHRE - X5E
and held-to-maturity investments B RMEHEAR
BEIRA
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Notes on the Accounts (continued)

RIEREE (E)

40.FINANCIAL RISK MANAGEMENT (continued) HIBEBER @

(b) Market risk management {continued) (b) TIEEBER (8)
(i) Interest rate risk (continued) (i) FIEERE GE)
The following table indicates the expected next repricing dates (or maturity dates TRETREERTEEERBENTHE
whichever are earlier) for the interest bearing assets and liabilities at the balance TRFRETE (REIHEREAREE) -
sheet date.
The Group £8 2005
Over Over
3months 3 months 1year to Over Non-interest
or less to 1 year 5 years 5 years bearing Total
3@ALLL 1L LE
EARMT Z15 5% SEHE ¥%2 25

HK$'000 HK$'000 HKS'000 HK$000 HK$'000 HK$'000
BYTR BETR RETR BYETR BETR BBTR

Assets EE
Cash and balances

with banks and R REHRT

other financial HAMSRES

institutions gregca 3,535,135 - - - 990,452 ! 4,525,587
Placements with banks

and other financial EETREL

institutions ERERNTX 45,157,647 178,306 - - 11,302 | 45,347,255
Trade bills B55% 506,124 46,551 - - 59,912 612,587
Trading assets RHRBEE 1,532,252 128,082 - - 1,585,245 3,245,579
Financial assets

designated at EERBRER

fair value through HURBATERE

profit or loss HEBTA 5,483,318 2,077,374 2,307,561 276,618 12,836 | 10,157,707
Advances to customers  BEER 98,672,350 | 16,262,288 | 16,442,580 | 5,171,849 | 2,194,680 (138,743,747
Other accounts g k] 1,512,723 1,199,401 81,418 - 57,287 2,850,829

Advances to banks

and other financial FBIREM
institutions SRBBER 1,187,270 1,097,964 81,418 - 57,468 2,424,120

Notes and bonds E% 286,678 101,437 - - (181) 387,934

Certificates of deposit FhE 38,775 - - - - 38,775
Available-for-sale

financial assets THEESREE 4,327,227 699,762 1,298,663 850,069 1,223,400 8,399,121
Held-to-maturity

investments HEIGRE 1,655,381 3,341,529 6,444,223 1,483,086 92,740 | 13,016,959
Norn-interest bearing

assets FESBE - - - - | 11,900,111 | 11,900,111
Total Assets EER 162,382,157 | 23,933,293 | 26,574,445 7,781,622 | 18,127,965 [238,799,482
Liabilities RE
Deposits and balances RITRAM

of banks and other SRBEN

finandial institutions BR kit 8,147,166 5,601,056 28,306 - 8,891 | 13,785,419
Deposits from customers  BEER 156,004,202 8,220,726 3,720,830 827,409 7,121,758 175,894,925
Trading fiabilities RHRREE 1,195,342 397 33,846 296 707,118 1,936,999
Certificates of deposit

issued BEAERR 1,497,709 1,999,760 2,933,922 - - 6,431,391
Loan capital BEER 4,265,305 - - | 4,274,859 8,616 | 8,548,780
Non-interest bearing

liabilities FHEERE - - - - 7,797,440 7,797,440
Total liabilities EERE 171,909,724 | 15,821,939 | 6,716,904 | 5,102,564 | 15,643,823 [214,394,954
Asset-liability gap EE-ARER (8,727,567) | 8,111,354 | 19,857,541 2,679,058
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Notes on the Accounts (continued)

BRIEM T ()

The Group &8 2004
Over Qver
3 months 3 months 1 year to QOver  Non-interest
or less to 1 year 5 years 5 years bearing Total
3BAKL 1EREE
MEARSMUT EE 5% SERE FER a5
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BETT BETT BETT BETRT BRI
Assets AE
Cash and balances
with banks and ReRESRT
other finandial MEfbeRE
institutions ot 2,615,758 - - - 1039835 3655593
Placements with
banks and other ERIRER
financial institutions SREROER 41,855,344 228,062 - - - 42,083,406
Trade bills A58 965,173 327,021 6,400 - 101,544 1,400,138
Trading assets ZHRRAE 1,245,773 147,446 1,613 - 888,593 2,283,425
Advances to customers  EFER 84,331,783 12,111,012 14,801,577 3,636,726 2,577,655 117,258,753
Advances to banks
and other financial FIREM
institutions SBBEER 1,584,246 487,739 363 - 42,307 2,114,655
Other investments
in securities Efe@sHng 7,009,204 1,368,728 2,663,125 17,009 762,555 11,820,621
Held-to-maturity
investments BEHERE 1,851,352 1,726461 11,877,562 1,986,453 16,117 17,557,945
Non-interest bearing
assets EBREE - - - - 12,185010 12,195,010
Total Assets BEs 141558633 16,396,469 29,150,640  5640,188 17,623,616 210,369,546
Liabilities B
Deposits and balances ~ HiTREHEE
of banks and other BEHER
financial institutions Rt 6,256,906 3,269,267 40,037 - 5447 9,571,657
Deposits from custorners  BPER 143,169,739 7,788,683 3,615,869 364,994 8,798,380 163,737,665
Trading liabilities ZARRARE 799,942 99,965 36,616 107 255,228 1,191,858
Certificates of
deposit issued CEAERE 323334 2,000,000 1,845,491 9,798 ~ 4178623
Loan capital EHER 4,271,124 - - - - 4271124
Non-interest bearing
liabilities FBEAE - - - - 5,559,825 5,559,825
Total liabilities afEe 154,821,045 13,157,915 5,538,013 374,899 14,618,380 188,510,752
Asset-liability gap BE-afBzE (13,262,412) 3238554 23612627  5,265289
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Notes on the Accounts (continued)

HREHR G (&)

40.FINANCIAL RISK MANAGEMENT (continued) BT E R E B

(b) Market risk management (continued)
(i) Interest rate risk (continued)

The Bank 17 2005
Over Over
3months 3 months 1 year to Over Non-interest
orless  to1year 5 years 5 years bearing Total
WAL 1ELE
3EAAMUT g 5§ SERE #HE bt

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRETR BETR BRI BETR B¥TR ERTR

Assets 13
Cash and balances

with banks and BERERT

other financial RfEfmeREE

institutions HET 3,516,377 - - - 860,038 | 4,376,415
Placements with

banks and other ERTREY

financial institutions SRBENTEN 44,874,308 178,306 - - ~ | 45,052,614
Trade bills ECEY 506,124 46,551 - - 59,912 612,587
Trading assets XERRAE 1,532,252 128,082 - ~ | 1567,272 | 3,227,606
Financial assets

designated at ETABASR

fair vafue through UEBATEE

profit or foss HERMIA 5479544 | 2,077,374 | 2,307,561 250,954 2,500 { 10,117,933
Advances to customers EEEH 97,379,735 | 15,410,497 } 15,269,563 3,231,485 2,025,343 133,316,623
Other accounts HuER 1,508,845 1,198,780 81,418 - 57,287 2,846,330

Advances 1o banks

and other financial FOIRERSE
institutions BEER 1,187,270 1,097,964 81,418 - 57,468 2,424,120

Notes and bonds BE% 282,800 100,816 - - (181) 383,435

Certificates of deposits ~ ZFHE 38,775 ~ ~ - - 38,775
Available-for-sale

financial assets AENESREE 4,263,585 556,593 1,127,172 728,008 1,028,644 7,704,002
Held-to-maturity

investments BEHERE 1,552,913 | 2,958,127 | 5,819,630 884,387 79,512 | 11,294,569
Non-interest bearing

assets FEEEE - - - - | 13,699,884 | 13,699,884
Total Assets EERE 160,613,683 | 22,554,310 | 24,605,344 5,094,834 | 19,380,392 ;232,248,563
Liabilities 8
Deposits and balances

of hanks and ROREMSE

other financial BENTR

institutions Rt 8,006,827 5,589,423 - - 8,891 1 13,605,141
Deposits from customers  EPEFH 148,521,827 | 6,185,342 | 3,516,083 827,409 | 6,840,127 |165,890,788
Trading fiabilities XERERRE 1,195,342 397 33,846 296 705,188 | 1,935,069
Certificates of deposit .

issued BETERE 1,497,709 | 1,999,760 | 2,933,922 | 2,200,000 - | 863139
Loan capital EEER - - - | 4,274,859 -1 4,274,859
Non-interest bearing

liabilities FHBEE - - - -} 15,463,302 | 15,463,302
Total liabilities afEgR 159,221,705 | 13,774,922 6,483,851 7,302,564 | 23,017,508 }209,800,550
Asset-liability gap BE-AEEE 1,391,978 8,779,388 | 18,121,493 | (2,207,730)
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Notes on the Accounts (continued)

AR ZE (F)

The Bank 87 2004
Over Qver
3 months 3 months 1 year to Over  Non-interest
or less to 1 year 5 years 5 years bearing Total
3BAKL 1FUEE
EAGT & i SERE B8 25

HK$'000  HK$'00D  HK$'DOO  HK$'DO0D  HKSD0O  HK$'D0O
AETT ABTR AR BETR RETR ARTT

Assets BE
Cash and halances with ~ BE&ERESEH

banks and other MEMSREE

financial institutions RER 2,518,329 - - - 942,127 3,460,456
Placements with banks

and other financial ERITREM

institutions SRBEATR 41,665,291 228,062 - - - 41,893,353
Trade bills Z55% 964,519 327,021 6,400 - 101,544 1,399,434
Trading assets ZHRGEE 1,245,773 147,446 1,613 - 873,492  2,268324
Advances to customers EEERR 83,230,302 11,549,362 13,567,503 2,122,424 2,300,164 112,769,755
Advances to banks

and other financlal FITRENER

institutions BREER 1,584,246 437,739 363 - 42,307 2,114,655
Other investments

in securities EBESEE 6,623,370 1,275,213 2,450,801 - 643,833 10,993,217
Held-to-maturity

investments SERSEE 1,889,235 1,634,378 11,319,914 1,542,449 8,360 16,394,336
Non-interest bearing

assets SEBEEE - - - - 14,019,445 14,018,445
Total Assets BERS 139,721,065 15,649,221 27346594 3664873 18931272 205,313,025
Liabilities BE
Deposits and balances of  FAREMSE

banks and other BEAER

financial institutions ks 6,216,852 3,253,719 - - 5,447 9,476,018
Deposits from customers  BFER 135,544,536 6623224 2,833,601 364,994 8,541,962 153,908,317
Trading liabilities TRERAE 799,942 99,965 36,616 107 255,228 1,181,858
Certificates of deposit

issued BEIERE 323,334 2,000,000 1,845,491 2,209,798 - 6,378,623
Non-interest bearing

liabilities HBEAE - - - - 14203636 14,203,636
Total fiabilities BESE 142,884,664 11,976,908 4,715,708 2,574,899 23,006,273 185,158,452
Asset-liability gap BE-BEZE (3,163,599) 3,672,313 22,630,886 1,089,974

EDRFERAST 200558 189




Notes on the Accounts {continued)

BRER A (F)

40.FINANCIAL RISK MANAGEMENT (continued) B ERER @

(¢) Liquidity risk management

The purpose of liquidity management is to ensure sufficient cash flows to meet all
financial commitment and to capitalize on opportunities for business expansion. This
includes the Group’s ability to meet deposit withdrawals either on demand or at
contractual maturity, to repay borrowings as they mature, to comply with the statutory
liguidity ratio, and to make new loans and investments as opportunities arise.

Liquidity is managed on a daily basis by the Treasury Department under the direction
of the Asset and Liability Management Committee. The Treasury Department is
responsible for ensuring that the Group has adequate liquidity for all operations, and
monitoring local and international markets for the adequacy of funding and liquidity.

The Group manages liquidity risk by holding sufficient fiquid assets (e.g. cash and
short term funds and securities) of appropriate quality to ensure that short term
funding requirements are covered within prudent limits. Adequate standby facilities
are maintained to provide strategic liquidity to meet unexpected and material cash
outflows in the ordinary course of business. The Group regularly stress tests its liquidity
position.

()

FRETRBEE

RBESRABREERSTERTEELRAR
ARG ER R - AEERBER
MY - EReEERFEEEMNETHRSE
HEREREEFNENER  AREEER
HREENER  ARENEENRDES
- LEREBEERHNREHBE o

EeBEEEAREERAENEYT  HE
EELEENRDESHR - KRS HEARR
FRERFERBEREZNRDES - RE
EAMNERENRATNRDEERR -

FEMFBEBACHRBEE  (IIEEDN
HeNEHEeNTHRE  EERDESR
B UWEREEEZEETORBENFNAER
BEEN - FEEERTRENBHEER &R
HEBENRBES - ARNEEERKBES
REFHNAZEEFER - TREEHARD
BeRETENRS -
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Notes on the Accounts {(continued)

REMZ ()

Analysis of assets and liabilities by remaining maturity: BERABOFBERSN
The Group £8 2005
1yearor  5yearsor
less but less but Undated
Repayable 3 months over over Over or
on demand orless 3 months 1 year 5 years overdue Total
3BALE 1ENLEE BHRAD
PFER  WARUT g 5% SENE 2L 2%
HK$'000 HK$'000 HK$'000 HX$000 HK$'000 HK$'000 HK$'000
BETR BRTL BRTR BT BETT BRTT BYTR
Assets A&
Cash and balances BERERTH
with banks and EisBEe
other financial institutions ok eted 4,525,587 - - - - - | 4,525,587
Placements with banks
and other financial ERAREL
institutions SRBENER - 143,654,951 1,692,304 - - ~ | 45,347,255
Trade hills 2558 6,766 552,530 53,291 - - - 612,587
Trading assets REEREE - | 1,494,650 - 128,082 37,602 1,585,245 3,245,579
Financial assets designated BTAREER
at fair value through IRMATEE
profit or loss HERIA - 316,897 1,790,375 7,723,154 316,945 10,336 | 10,157,707
Advances to customers
and other accounts BEREMER 4,410,325 | 20,171,366 | 18,902,982 | 47,009,838 | 48,038,008 6,304,270 1144,836,789
Available-for-sale
financial assets AHHESREE - | 3,349,857 922,242 | 2,035,688 838,085 1,253,249 | 8,399,121
Held-to-maturity investments ~ HZERHRE - 1,367,038 3,303,891 6,827,973 1,488,166 29,891 [ 13,016,959
Undated assets EXRREEE - - - - - | 8657898 | 8,657,898
Total assets EERE 8,942,678 | 70,907,289 | 26,665,085 | 63,724,735 | 50,718,806 | 17,840,889 |238,799,482
Liabilities rE
Deposits and halances
of banks and other RIRENEEEE
financial institutions HERRER 1,368,095 6,787,961 5,258,857 274,41 96,095 - | 13,785,419
Deposits from customers BFER 47,711,252 115,613,139 | 8,065,248 | 4,505,286 - - 175,894,925
- Demand deposits and ~EHERR
current accounts EREP 10,864,801 - - - - - { 10,864,801
- Savings deposit -HEER 35,497,574 - - - - - | 35,497,574
- Time, call and notice
deposits ~EHRBRER 1,348,877 {115,613,139 | 8,065,248 | 4,505,286 - - ]129,532,550
Trading liabilities RHREaRE 1,229,881 - - - - 707,118 1,936,999
Certificates of deposit issued ~ BETEHRE - | 1,497,709 | 1,999,760 | 2,933,922 - -] 683139
Current taxation AHERE - - 261,695 - - - 261,695
Loan capital EEAX - - - -} 8,548,780 - | 8,548,780
Undated fiabifities SHARHAR - - - - - | 7535745 | 17535745
_____ R SV OO | i) W e
Total liabilities BHEEH 50,309,228 1123,898,809 | 15,585,560 | 7,713,619 { 8644875 | 8,242,863 (214,394,954
Net liability gap BREEE (41,366,550) {(52,991,520) | 11,079,525 | 56,011,116 | 42,073,931
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Notes on the Accounts (continued)

BRIEN G (&)

40.FINANCIAL RISK MANAGEMENT (continued) S I BB E E )

(¢) Liquidity risk management (continued) (0 NBELEBREE D
The Group £& 2004
1 year or 5 years or

less but ess but Undated

Repayable 3 months over over Over or
on demand or less 3 months 1 year 5 years overdue Total

AN E 1EMLEER ERHIH
MER 3EAMMT TE 56 SEE FBE 28

HK$°000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETTT BETT BETL BETR BT EETR EETR

Assets B8
Cash and balances ReRESTH

with banks and B migin

other finandial institutions #% 3,655,593 - -~ - - - 3,655,593
Placements with banks

and other finandal ERTREM

institutions SRBENER - 39,489,907 2,593,499 - - - 42,083,406
Trade bills E5EE 16,213 1,062,771 314,450 6,399 - 305 1,400,138
Trading assets RREREE - 1,199,803 4,737 144,290 46,002 888,583 2,283,425
Advances to customers

and other accounts ERREMEE 4,908,812 15,252,110 15,100,095 41,979,258 37,942,721 7.418,434 122,601,430
Other investments in

securities Bt EHRE - 3,262,956 2,062,753 4,552,885 1,150,377 791,650 11,820,621
Held-to-maturity investments  EZEZIHEE - 1,202,104 1,179,776 13,165,614 2,010,451 - 17,557,945
Undated assets ENFEHEE - - - - - 8966988 8,966,988
Total assets BEET 8,580,618 61,469,651 21,255310 59,848,446 41,149,551 18,065,970 210,363,546
Liabilities afE

Deposits and balances of
banks and other financial ~ BITEREBEREE

institutions NERRES 454 443 5,676,399 3,400,778 40,037 - - 9,571,657
Deposits from customers EPER 62,612,821 91,293,158  5812,264 3,819,422 - - 163,737,665
- Demand deposits and —EAERR
current accounts HRER 11,819,118 - - - - - 11,919,118
- Savings deposit ~BEEH 48,729,729 ~ - - - - 48,729,729
- Time, call and
notice deposits -EHREBOER 1,963,974 91,293,158 5912,264 3919422 - ~ 103,088,818
Trading liabilities XHERAE 936,630 - - - - 255,228 1,191,858
Certificates of deposit
issued ERIFRE - 323,33¢ 2,000,000 1,855,289 - ~ 4,178,623
Current taxation AERE ~ - 179,369 - - ~ 179,369
Loan capital EEER - - - - 4271124 - 4271124
Undated liabilities srFEAHaE ~ - - - - 5,380,456 5,380,456
Total liabilities BERT 64,003,894 97,292,881 11,492,411 5,814,748 4271124 5,635,684 188,510,752
Net liability gap FEEZR (55,423,276) (35,823,240) 9,762,899 54,033698 36,878,427
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Notes on the Accounts {continued)

BRAEMZE (E)

The Bank #17 2005
1yearor 5Syearsor
less but less but Undated
Repayable 3 months over over Over or
on demand orless 3 months 1year 5 years overdue Total
3@EAMUL 15U LE AHURY
MEFBR  EARIMUT & 5§ SERE b ae
HK$000 HK$000 HK$'000 HK$'000 HK$000 HK$'000 HK$'000
BETR BETR BETR BETR BETR BETR BETR
Assets BE
Cash and balances Re REFTH
with banks and Hip g pigise
other financial institutions fegcd 4,376,415 - - - - - | 4,376,415
Placements with banks
and other finandial ERITRER
institutions SRBROER - 143,360,310 | 1,692,304 - - - | 45,052,614
Trade bills B5E% 6,766 552,530 53,291 - - - 612,587
Trading assets THERRE - [ 1494650 - 128,082 37,602 { 1567272 | 3,227,606
Financial assets designated BT RBRES
at fair value through URBRATRE
profit or loss HEBTA - 316,897 1,790,376 7,719,380 291,280 - | 10,117,933
Advances to customers
and other accounts ERREMESR 3,840,650 | 19,790,332 | 17,815,579 | 44,535,160 | 47,308,434 5,990,910 {139,281,065
Available-for-sale
financial assets AHNESREE - 3,323,604 788,390 1,840,590 728,008 1,023,410 7,704,002
Held-to-maturity investments ~ HZHERE - 1,256,851 2,921,263 6,206,930 901,806 7,719 | 11,294,569
Undated assets BRBBEAE - - - - - | 10,581,772 | 10,581,772
Total assets HE0E 8,223,831 | 70,095,174 | 25,061,203 | 60,430,142 | 49,267,130 | 19,171,083 (232,248,563
Liabilities B
Deposits and balances of
banks and other financial ~ BAREMSRBE
institutions BERRER 1,368,095 6,647,622 5,258,857 234,472 96,095 - 1 13,605,141
Deposits from customers BERR 45,796,982 109,472,691 | 6,277,232 | 4,343,883 - - 1165,890,788
- Demand deposits and -~ REERR
current accounts FRER 10,339,818 - - - - - | 10,339,818
- Savings deposit ~FEER 34,491,458 34,491,458
- Time, call and
notice deposits -EHRBRER 965,706 {109,472,691 6,277,232 4,343,883 - - 121,059,512
Trading liabilities R5ERAE 1,229,881 - - - - 705,188 1,935,069
Certificates of deposit
issued BRITERE - 1,497,709 1,999,760 | 2,933,922 2,200,000 - | 863139
Current taxation REHE - - 248,583 - - - 248,583
Loan capital REER - - - - | 4274859 - | 4,274,859
Undated liabilities ERPHESEE - - - - -1 15214719 | 15,214,719
Total fiabilities RESE 48,394,958 117,618,022 | 13,784,432 | 7,512,277 | 6,570,954 | 15,919,907 {209,800,550
Net liability gap EREEE (40,171,127) | (47,522,848) | 11,276,771 | 52,917,865 | 42,696,176
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Notes on the Accounts (continued)

BRIBHEE ()

40.FINANCIAL RISK MANAGEMENT (continued) B BREKBEE @)

(¢) Liquidity risk management (continued) () RBDELRABER @)
The Bank 817 2004
1 year or 5 years or

less but less but Undated

Repayable 3 months over over QOver or
on demand or less 3 months 1 year 5 years overdue Total

WAL 1EHLE EiHRY
MHER  3EATNT Z1E 56 SEME Pigat] bk

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT EETIL BETR BETL BETR EETR BETT

Assets V=3
Cash and balances RERELIR

with banks and RS mgEa

other financial institutions FeEd 3,460,456 - - - - - 3,460,456
Placements with banks

and ather financial ERITRAR

institutions SREBHTER - 39,299,855 2,593,498 - - ~ 41,893,353
Trade bills EUES: 16,213 1,062,117 314,450 6,399 - 305 1,399,484
Trading assets REFREE - 1,199,803 4737 144,289 46,002 873,493 2,268,324
Advances to customers

and other accounts ERREMES 4482714 14,990,067 14,163,735 41,137,461 36,163,986 7,175,048 118,113,011
Other investments in securities  EfiE %1 - 3192726 1,978,786 4,300,667 884,298 636,740 10,993,217
Held-to-maturity investments  $#ZEZEHE - 1,132232 1,087,693 12,607,966 1,566,445 - 16,394,336
Undated assets BEROPEE - - - - - 10,790,844 10,790,844
Total assets BESE 7,959,383 60,876,800 20,142,893 58,196,782 38,660,731 19,476,430 205,313,025
Liabilities &

Deposits and balances of
banks and other financial ~ BITREMSEREE

institutions NERRES 454,443 5,636,345 3,385,230 - - - 9,476,018
Deposits from customers EEER 60,898,992 84,774,611 5,042,358 3,192,356 - - 153,908,317
- Demand deposits and —EEERR
current accounts TREP 11,438,652 - - - - - 11,438,652
- Savings deposi: -BERER 47,922,672 - - - - - 47922672
- Time, call and
notice deposits -EHRBEER 1,537,668 84,774,611 5,042,358 3,192,356 - - 94,546,993
Trading liabilities RERREE 936,630 - - - - 255,228 1,191,858
Certificates of deposit ’
issued EENERE - 323,334 2,000,000 1,855,289 2,200,000 - 6,378,623
Current taxation EEBE - - 152,030 - - - 152,030
Undated liabilities SHRRHER - - - - - 14,051,606 14,051,606
Total liabilities BiERRE 62,290,065 90,734,290 10,579,618 5,047,645 2,200,000 14,306,834 185,158,452
Net fiability gap FREEE (54,330,682) (29,857,490) 9,563,281 53,149,137 36,460,731
As the trading portfolios may be sold before maturity or deposits from customers HRZSHES AR BA L EREFLFRT
ray mature without being withdrawn, the contractual maturity dates do not represent REFEAERE - S0P EHERRRR
expected dates of future cash flows. BNt S = R A
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40.FINANCIAL RISK MANAGEMENT (continued)

Notes on the Accounts (continued)

BRIEMZE (F)

DREBRRER g

(d) Operational risk, legal risk, reputation risk, and strategic risk management

Operational risk, legal risk, reputation risk and strategic risk arise from the Group’'s
daily operation and fiduciary activities. The primary focus is to identify, assess and
monitor these risks and to fulfill regulatory requirements.

The Board of Directors reviews and approves policies for these risks, and it has
delegated the responsibility for ongoing risk management to the Operational and
Other Risks Management Committee. The Operational and Other Risks Management

(d)

YERE - EERRE  EERBRNERERR
T8

BERE - EERE - EBRBRTRBERLR
FEARENRREENTEARE B4R
A FHENERLERRRENSEERT
ERTRLSEARRITNERAEBE 2R
BEERAGCRREEZESRAKNEEY
R - 4EREMRREEZRGERRE

Committee reports to the Board of Directors via the Risk Management Committee. EZRENEETER-
41.FAIR VALUES OF FINANCIAL INSTRUMENTS S©RIAMNALEE
(a) Estimation of fair values (a) DFEEME

Fair value estimates are generally subjective in nature, and are made as of a specific
point in time based on the characteristics of the finandial instruments and relevant
market information. Where available, the most suitable measure for fair value is the
quoted market price. In the absence of organised secondary markets for most financial
instruments, and in particular for loans, deposits and unlisted derivatives, direct market
prices are not available. The fair value of such instruments was therefore calculated
on the basis of well-established valuation technigues using current market parameters.
in particular, the fair value is a theoretical value applicable at a given reporting date,
and hence can only be used as an indicator of value realisable in a future sale.

The Group compares valuations derived from models with quoted prices of similar
financial instruments, and with actual values when realised, in order to further validate
and calibrate the models. These technigues involve uncertainties and are significantly
affected by the assumptions used and judgments made regarding risk characteristics
of various financial instruments, discount rates, estimates of future cash flows, future
expected loss experiences and other factors. Changes in assumptions could significantly
affect these estimates and the resulting fair values. Derived fair value estimates cannot
necessarily be substantiated by comparison to independent markets and, in many
cases, could not be realized in an immediate sale of the instruments,

The following methods and significant assumptions have been applied in determining
the fair values of financial instruments:

(i) the fair value of demand deposits and savings accounts with no specific maturity
is assumed to be the amount payable on demand at the balance sheet date;

(i) the fair value of variable rate financial instruments is assumed to approximate
their carrying amounts and, in the case of loans and unquoted debt securities,
does not, therefore, reflect changes in their credit quality, as the impact of credit
risk is recognised separately by deducting the amount of the impairment
allowances from both the carrying amount and fair value;

LREEGHERBERIASEMEHET
BEMNE-REREEY  Bi-RETE
# - BETHRE - TERRARHEATHE
SEANGE  ERARAZHEMNIA  LE
REX  FRRFELDHHTELA  HRHR—E
BREN_FHE  BHAEBERTHEERM -
HETANATRESRE - LEBRETS
SHNBEGBERNIHE - REFIBTnE
SCTEEREEMRE-SERE 0 HNER
BE - FIURAEREAEERIALER
SRTRAERBEREE -

rEEEREREAREENGEEESS
BMTAMNBELE  RESRESGEMNITR
BELE UE-SHRIUEHAMGELA
B pEEABRTEERR  URTIAR
HrmREnrEREsReRTANRRE
o BEE - EEHRESR MBS
MEMRARFMEHFNERTE - WALEE
BERRE  EU8HNSENEAES
ST EEELRERE - FRET TR
BUMENMNEERELE  UBBHREME
B L EEG ER - B REBEG - ~EES
TSI ANBLENTRESLTH
1 -

FEBERTIENERRE AHEER
TENHRTEE:

() THRETHROEHERNEERFPHS
THE DREARGEATRERMX
BEEAK

(i FERERIEANATHEE NDREAEE
REEEE - IS TAERERMIELT
BisES  aREENEERRBERE
EEENLTEEY SRELEESERR
BADBTURER  BLELFEETE
FREEEREANE
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Notes on the Accounts (continued)

AR Z (&)

41.FAIR VALUES OF FINANCIAL INSTRUMENTS (continued)

EMIENQATEE®

(a) Estimation of fair values (continued)

(ili) the fair value of fixed rate loans and mortgages carried at amortized cost is

(iv

{vi

=

=

estimated by comparing market interest rates when the loans were granted with
current market rates offered on similar loans. Changes in the credit quality of
loans within the portfolio are not taken into account in determining gross fair
values, as the impact of credit risk is recognised separately by deducting the
amount of the impairment loss and allowances from both the carrying amount
and fair value.

the fair value of unquoted equity investments is estimated, if possible, using
applicable price/earnings ratios for similar listed companies adjusted to reflect
the specific circumstances of the issuers.

the fair value of unlisted open-ended investment funds are estimated using the
net asset value per share as reported by the managers of such funds.

the fair value of forward exchange contracts and interest rate swaps is estimated
either using broker quotes or by discounting future cash flows. Future cash flows
are estimated based on management’s best estimate of the amount it would
receive or pay 10 terminate the contract at the balance sheet date taking into
account current market conditions and the current creditworthiness of the
counterparties. The discount rate used is a market rate for a similar instrument at
the balance sheet date. The fair value of an option contract is determined by
applying the Black-Scholes option valuation model. Inputs are based on market
related data at the balance sheet date.

{b) Fair value

All financial instruments are stated at fair value or carried at amounts not materially
different from their fair values as at 31st December 2005 and 2004, except for held-
to-maturity investments as set out in Note 27.
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Notes on the Accounts (continued)

HRIEHNEE (F)

42.0FF-BALANCE SHEET EXPOSURES BESERUININIER

(a) Contingent Liabilities and Commitments (a) BARBREAR
The following is a summary of the contractual amounts of each significant class of UNTAHBERABERABRTRRINSHORM
contingent liabilities and commitments: HRE:
The Group £8 The Bank 847
2005 2004 2005 2004
HK$'000 % Fx  HKI'000 BB T  HKY000BHFR HKI000 BEFR
Direct credit substitutes EREERESR 4,839,458 5,375,979 4,813,652 5,345,427
Transaction-related contingencies BR S ERNTAEE 805,458 486,028 805,458 486,028
Trade-related contingencies BEZEMNEAEE 1,908,453 2,501,087 1,836,780 2,450,532
Other commitments with
an original maturity of: HfRag
under 1 year or which RESE LM E
are unconditionally cancellable EEIESE R 32,104,801 27,786,426 31,498,363 27,162,592
1 year or over RESATIES L 9,547,330 8,136,611 9,471,136 8,037,046
Others Eit - - - -
49,205,500 44,286,131 48,425,389 43,481,625
Contingent labilities and commitments are credit-related instruments which include FREBFLEFEREEBEEUNIA - BER
acceptances, letters of credit, guarantees and commitments to extend credit. The URHREENEALER  EH8  BEENE
contractual amounts represent the amounts at risk should the contract be fully drawn T80 - ROBHEEEE S OB TRRIRE
upon and the client default. Since a significant portion of guarantees and commitments BEOBAEABERBOEE - GRBEHERE
is expected to expire without being drawn upon, the total of the contract amounts REAMRENABSBESHERGERD
do not represent expected future cash flows, B SORBUYTRRMEITRKBREM -
(b) Derivatives (b) fTETR
Derivatives refer to financial contracts whose value depends on the value of one or ETARESR-HRFEEREERIEHD
more underlying assets or indices. EMERENMESL -
The following is a summary of the notional amounts of each significant type of RTREBERFITNSHEAETAZEBRAN
derivative for the Group and the Bank: LREERE
The Group &8
2005 2004
Trading Non-trading Total Trading Non-trading Total
x4 %5 &8 25 #%5 #E
HK$'000 B%TR  HKS000 BBFR  HKS000 B®F7%  HKS000 AHFT  HKSO00AETR  HKS000 ARTT
fxchange rate contracts EzsH
Forwards and futures BERSRNE 6,100,557 47,516 6,148,073 6,024,580 125,128 6,149,708
Swaps BEXS 10,208,343 4,731,415 14,939,758 2,295,831 4,575,930 6,871,761
Options purchased 9N 1,919,939 - 1,919,939 1,724,476 - 1,724,476
QOptions written B 1,846,209 - 1,846,209 1,635,863 - 1,635,863
niterest rate contracts B
Forwards and futures BT BREE 175,000 - 175,000 235,000 - 235,000
Swaps i) 443,092 30,398,820 30,841,912 856,308 15,236,381 16,092,689
Options purchased BABE - 116,326 116,326 - - -
Equity contracts G
Forward and futures BERAREE - - - 49,851 - 49,851
Qptions purchased RARE 171,154 - 171,154 442,062 - 442,062
Options written TEEE 113,816 ) - 113,816 442,062 - _ 1i42£)6£ _
20,978,110 35,294,077 56,272,187 13,706,033 19,937,439 33,643,472
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Notes on the Accounts (continued)

BRIERZ (&)

42.0FF-BALANCE SHEET EXPOSURES (continued) BEEBEBRUINMNEE @

(b) Derivatives (continued) (b) ST A
The Bank #17
2005 2004
Trading Non-trading Total Trading Non-trading Total
25 %5 £8 %5 %5 a8
HKS000 $%F7  HKS'000 BBTR  HKS'000 B%TR  HKSO00AMTT  HKS000BBTr  HKSO00BRETR
Exchange rate contracts EZ&H
Forwards and futures BELARAE 6,103,659 - 6,103,659 6,038,207 - 6,038,207
Swaps REZH 10,208,343 4,519,308 14,727,651 2,295,830 4,505,270 6,801,100
Options purchased BALE 1,919,939 - 1,919,939 1,724,476 - 1724476
Options written ThLEE 1,846,208 - 1,846,208 1,635,863 - 1,635,863
Interest rate contracts HEaf
Farwards and futuras RERAREE 175,000 - 175,000 235,000 - 235,000
Swaps BERS 443,092 30,049,841 30,492,933 856,308 15,275,252 16,131,560
Equity contracts RiF&4
Forwards and futures RETHREE - - - 49,851 - 49,851
Options purchased N 171,154 - 171,154 442,062 - 442,062
Options written R 113,816 - 113,816 442,062 - 442,062
20,981,211 34,569,149 55,550,360 13,719,659 19,780,522 33,500,181
Derivatives arise from futures, forward, swap and option transactions undertaken by METERATSERRITEIMNE - MEREK
the Group and the Bank in the foreign exchange, interest rate and equity markets. ETISETEE  BH  EHRREXSME
The notional amounts of these instruments indicate the volume of transactions o BLATANEZESREERERNRTRK
outstanding at the balance sheet date; they do not represent amounts at risk. MRHE - BATRRFAFRTERAEE
The replacement costs and credit risk weighted amounts of the aforesaid off-balance MEERERUNEBNEERTREER
sheet exposures are as foliows. These amounts do not take into account the effects BIESENT - ELEEBERITALLRFH
of bilateral netting arrangements. ZHRIFE -
The Group £ The Bank 817
2005 2004 2005 2004
HKS$'000 BE TR HK$'000 BRTFRT HKS000BETRT HKS'000 BT
Replacement costs E5-170:
Exchange rate contracts ERal 110,839 341,582 110,839 340,773
Interest rate contracts FLESSEY 621,426 917,485 619,651 917,485
Options purchased AR
~ exchange rate contracts ~EEAH 5,180 2,294 5,180 2,294
~ equity contracts —RH864 980 2,952 980 2,952
738,425 1,264,313 736,650 1,263,504
Credit risk weighted amounts
Cantingent liabilities and EERRIERS
commitments SREERARE 9,271,093 8,822,965 9,234,078 8,750,759
Exchange rate contracts BERL 97,542 173,643 96,516 172,731
Interest rate contracts FEGH 343,102 204,136 342,088 204,136
Equity contracts Byl 6,990 21,538 6,990 21,538
9,718,727 9,222,282 9,679,672 9,189,164
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Notes on the Accounts (continued)

BRIEMNE (&)

(b) Derivatives (continued)

The tables above give the contractual or notional amounts, replacement cost and
credit risk weighted amounts of off-balance sheet transactions. The replacement
cost is calculated for the purposes of deriving the credit risk weighted amounts.
These are assessed in accordance with the Hong Kong Monetary Authority’s guidelines
which implement the Basle agreement on capital adequacy and depend on the status
of the counterparty and the maturity characteristics. The risk weights used range
from 0% to 100% for contingent liabilities and commitments, and from 0% to 50%
for exchange rate, equity and interest rate contracts. Replacement cost represents
the cost of replacing all contracts which have a positive value when marked to market.

Replacement cost is a close approximation of the credit risk for these contracts as at
the balance sheet date. The credit risk weighted amount refers to the amount as
computed in accordance with the Third Schedule to the Hong Kong Banking
Ordinance.

The following table provides an analysis of the notional amounts of derivatives of the
Group by relevant maturity grouping based on the remaining pericds to settlement
at the balance sheet date.

(b)

STETERED
TENHEEEMRIIIXBHAHNRER
% EERTREHEARIMERSE - EERE
BRARHEAERBINERE - RSBEER
BEBCREERTITHRELRTHMNEER
B8 R EE MR TTEI B R R B BRRHE T By
B EREE « SRBERARSROER
IERO%E100% - MER - RBRFESH
RIEH0%E50% »

EERAREERMERTSEET T 2RE
HEEENSORE  TRELHARSEY

HEEHEERR  ERERRIMEBRERLGR
TR EHAOEE -

TEAMELEETER  REEHIIBER
BEZFGLENRERTEIANGER
% o

The Group £8
Notional amounts with remaining |ife of ESSERNLBRE
2005 2004
Tyear Over1year Tyear  Over 1 year
orless  toSyears Over5years Total orless  toSyears  Over 5 years Total
1EPUT  1FULEESE SENE 28 1FIT FNLES SEHL 2R
Hi§:000 HK$'000 HK$'000 HK$'000 HK$°000 HK$'000 HK§'000 HK§'000
TR BETR ABIR AIR BETR RETR BETR ARTR
Interest rate derivatives HESTETE 17,364,789 | 12423936 | 1344513 | 31133238 2,690,288  13,006514 630,887 16,327,689
Currency derivatives FEHETA 24,473,610 380,369 - | 24853979 11546537 4835271 - 16,381,808
Other derivatives EITETA 284,970 —J -l 234,9]0_ _ _93197_5 T 333L97§ _
42123369 | 12,804,305 | 1344513 | 56,272,187 15170800 17,841,785 630887 33643472
The Bank 817
Notional amounts with remaining life of BB HBN2ERE
2005 2004
1year  Overyear Tyear  Overfyear
orless  to5years Over5years Total orless  to5years  Over 5years Total
1EGUT  1FLLESE SEHE B8 IEEHT  1ENLDSE SEHLE e
HK$'000 HK$'000 HK$000 HK$:000 HK$000 HK$'000 HK$'000 HK$'000
ARTR BHTR ABTR BRI EETT AN BBTR ABTR
Interest rate derivatives HefieTa 17,403,564 | 11,997,406 | 1,266,963 | 30,667933 2,729,159 13,006,514 630,887 16,366,560
Currency derivatives BEGETE 24,217,088 380,369 - | 24597457 11364375  48352M1 - 16,199,646
Other derivatives EWHETA 284,970 - - 284,970 933975 - - 933975
41,905,622 | 12377775 | 1,266,963 | 55550,360 15,027,508 17,841,785 630,887 33,500,181
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Notes on the Accounts (continued)

BRIEH & ()

42.0FF-BALANCE SHEET EXPOSURES (continued) ZBEBBRLUIMNER @

(c) Capital Commitments (o) BAEE
Capital commitments outstanding at 31st December and not provided for in the R12A31 BFRERENRERETREREEEN
accounts were as follows: BXEENOT -
The Group £ The Bank 4T
2005 2004 2005 2004

HK$'000 % ¥5% HKY'000 B¥Fr HKS000 B%Frn HKS'000 B¥F

Expenditure authorised

and contracted for BRAXLBEEN 323,706 336,316 269,301 324,190
Expenditure authorised
but not contracted for DRAEXHEREN 300,863 276,331 101,459 260,931
624,569 612,647 370,760 585,121
(d) Operating Lease Commitments (d) GEHERE
At 31st December, 2005, the total future minimum lease payments under non- 20055128318 - ETARENEEEE
cancellable operating leases are payable as follows: A RRBEEMEERRGENT
The Group 828 The Bank #17
2005 2004 2005 2004

HKS$'000 B% T HKY'000 BT HKS000B¥FR HKI'000 BBTr

Properties nE
Within one year 1EHR 144,206 97,782 110,655 107,524
After one year but
within five years 1EESER 245,362 121,955 177,422 127,592
After five years SELATE 99,268 41,368 61,348 53,984
488,836 261,105 349,425 289,100
Equipment BE
Within one year 1E AR 3475 1,776 1,602 788
After one year but
within five years VEESER 7194 2,645 3,290 1,396
After five years SELAE 345 4 - 4
11,014 4,425 4,892 2,188
The Group and the Bank lease certain properties and equipment under operating EERBITUREEERXBARZ LY ENR
leases. The leases run for an initial period of one to twenty five years, with an option & HEFHHI1FR25% BT HEY
to renew the lease when all terms are renegotiated. Lease payments are usually BEMKFESE HEMRCBBREESEH
adjusted annually to reflect market rentals. None of the leases includes contingent BLURBMERS - FEEHLETHESNESE
rentals. B
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Notes on the Accounts (continued)

BREME (F)

{e) Obligations Under Mortgage Loans Sold fe) DERBERAR
Included in the captions set out below are balances which are established as reserve BEOENTREBHERBRISHEIAE
funds for mortgage loan purchasers pursuant to the terms of mortgage sale RYBHERIEERBEENRELEHR - RE
agreements. The reserve funds are available to the purchasers to cover any losses or SRACKRUBEZRDEERSIENERR
cash flow shortfalls that result from both credit risk and basis risk with respect to the FERRMEZTAELARERBZERR
loans sold and to protect the purchasers in the event that they have to appoint a REBREEESTERERELA -
substitute servicer.
These reserve funds are either set up in the name of the Bank and are charged in FERBERURTRBRIRTTEES S
favour of the purchaser as security for the Bank's obligations to the purchaser or, in B EABEERG  SRBLEREERS
the name of the loan purchaser who retains absolute ownership, title, right and HETHAEUEEEERRUMEEETRE
interest in the reserve funds, pursuant to the terms of the mortgage sale agreements. BEEEE - e B REEENS -
The Group and The Bank
SEREAT
2005 2004
HK$'000 B% ¥ HK$'000 BT
Held-to-maturity debt securities BEIBERES - 23,473
Accrued interest and other accounts BEFEREMEER o hEaa 74,663
17,841 98,136

43.NOTES QN CONSOLIDATED CASH FLOW STATEMENT #Z&BE&FRRMT

(a) Purchase of Subsidiaries (a) WEMELRA

2005 2004
HK$'000 &% T T HK$'000 B# 7

Net assets acquired BEAREE
Cash and balances with banks and
other financial institutions REREHESE 3,054 79N
Advances and other accounts less provisions ENBREEERRAMER 8,657 118,664
Fixed assets EIR=Y3 1,927 568
Other accounts and provisions H AR R (42,321) (17,751}
Deferred tax HIERE - (117}
Minority interests pegREes Grs) -
(34,658) 102,155
Goodwill arising on consolidation BEGARELZNESR 51583 220035
Total purchase price KBEXNBAE _ 16,935 322,190
Less: ¢cash and cash equivalents acquired B BANEERERREED o _(3,_95_4) _______ (191_)_
Cash flow on acquisition net of cash acquired WEHMBLRRERLEE 13,881 321,399
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Notes on the Accounts {continued)

RIER Z (&

43.NOTES ON CONSOLIDATED CASH FLOW STATEMENT (continued)

RERERERMNZT @

(b) Cash and Cash Equivalents

(i) Components of cash and cash equivalents in the consolidated cash flow statement

(b) REREFREER
() EEERESRERNEERERREER

HO4ERK BR S
2005 2004
HK$'000 BT 7% HK$'000 % T
Cash and balances with banks and BeRERITREM
other financial institutions {Note 20) SRR NET (120) 4,525,587 3,655,593
Placements with banks and other FRABRA3EANUA
financial institutions with original ERITRAMLERHE
maturity within three months HER 43,161,632 33,390,951
Treasury bills with original maturity R EIR A31E A DR
within three months HEEES 4,557,967 3,484,728
Certificates of deposit held with FRGRAIEALA
original maturity within three months ZEBEOERE 38,776 673,063
52,283,962 41,204,335
(i) Reconciliation with the consolidated balance sheet (iy BEAEERERVEE
2005 2004
Restated £
HK$'000 B4 T HK$'000 BT
Cash and balances with banks and RERERTREM
other financial institutions (Note 20) SREBNEE (HE20) 4,525,587 3,655,593
Placements with banks and other ERITREA SRS
financial institutions (Note 21) ETER BfEE21) 45,347,255 42,083,406
Treasury bills and certificates of deposit held EEEFREETRE
~trading assets (Note 23) ~ZERREE HiT23) 1,494,650 1,199,803
- designated at fair value through —ETBRERURR
profit or loss (Note 24) AEEE HE24) 94,290 -
- advances and other accounts {Note 25) —ERREABRE (H525) 38,775 -
- other non-trading —HEpERZER - 3,756,279
- available-for-sale (Note 26) — B[ E (Bi526) 4,198,487 | -
- held-to-maturity (Note 27) — B EDE (ME27) 1,369,764 1,461,861
7,195,966 6,417,943
Amounts shown in the consolidated EHABEREBR
balance sheet HIRMEHE 57,068,808 52,156,942
Less: amounts with an original B REBRA3EA
maturity of beyond three months PSa=0t ] (4,784,846) (10,952,607)
Cash and cash equivalents in the ERARSTERANES
consolidated cash flow statement kERESEE 52,283,962 41,204,335
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Notes on the Accounts (continued)

REMFE (F)

44.LOANS TO OFFICERS {THRAEEH

The aggregate of loans to officers of the Bank disclosed pursuant to Section 1618
(48} and (4C) of the Hong Kong Companies Ordinance is as follows:

ERER(RBIAGDE161BIRUEBREAORR
E - BITRAB 2 ERBEAFNT

2005 2004
HK$'000 ¥ ¥ T HK$'000 BT T
Aggregate amount of relevant EREFRI1283188
foans cutstanding at 31st December BREH
By the Bank RRITHE 956,321 1,185,747
By subsidiaries B AL AR - -
956,321 1,185,747
The maximum aggregate amount
of relevant loans outstanding FEEPUEHER
during the year BRERRE
By the Bank BHEITEL 1,706,677 1,884,055
By subsidiaries R BAEHED - -
1,706,677 1,884,055

There was no interest due but unpaid nor any impairment allowance made against
these loans at 31st December, 2005.

45.MATERIAL RELATED PARTY TRANSACTIONS

BBRATHNEXXS

R2005¢12 8318  REBRHBREMNFE - 77
FEH RS ERRSHER -

The Group maintains certain retirement benefit schemes for its staff as per Note 2{(q)
{iti). In the year 2005, the total amount of contributions the Group made to the
schemes was HK$69,567,000 (2004: HK$66,581,000).

The Group enters into a number of transactions with the Group’s related parties,
including its associates, and key management personnel and their close family
members and companies controlled or significantly influenced by them. The
transactions include accepting deposits from and extending credit facilities to them.
Except that there is interest free shareholder’s advance extended to one (2004 two)
associate amounting to HK$9,200,000 at 31st December, 2005 (2004:
HK$10,740,000), all interest rates in connection with the depaosits taken and credit
facilities extended are under terms and conditions normally applicable to customers
of comparable standing.

FEDAEBBBEILRKRERD  ¥E
M EEAQGiNEEE - FA20055F R - REMEIE
SR B B E BB ARENE69,567,0007T (2004
£ %%66,581,0007T) °

TEMEEEABALHETEERS  BRAL
BEBMELR  TETBABREERSE -
REBLEALHEFHOARSRATEAFY
NEYRE - BETHEEEZELEATERR
BPIREEE - RETE P -H(2004F: =
s E L EHE S AREERI - HH2005%12
A31 B8 RHE9,200,00078 (200445 « &
#10,740,0007T) - BUEBASN - FIEERREEE
BFR - HRBRE-BREERKEZEFE
EEERRAE -
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Notes on the Accounts (continued)

ARIEHEE (&)

45.MATERIAL RELATED PARTY TRANSACTIONS (continued) BIBFALTHERR S @

The interest received from and interest paid to the Group’s related parties for the F20055F @ AEENHEEATARRES AT
year, outstanding balances of amounts due from and due to at the year end and AR S - RIE2005512 A31 B REEEA L&Y
maximum outstanding balance of amount due from and due to them during the RERREEATHRE  REFEARBA
year are aggregated as follows: TERERARREEATHESRITRAEEN
T
Key management
personnel Subsidiaries Associates
TEEEAR HELR BELH
2005 2004 2005 2004 2005 2004
HK$'000 8% HKI000 A%Tr  HKS'000 3%Tn  HKY000BETT  HKS000 B¥TR  HKI000 BETL
Interest income FRKA 90,039 72,115 28,405 36,753 6,096 4,206
Interest expense Flaxt 55,986 9,10 526,256 233,997 2 6
Amounts due from BEALORE 3,094,326 2,280,834 1,728,817 2,055,864 169,014 229,386
Amounts due to RBEATHFE 2,809,550 1,449,645 9,852,317 10,362,683 2510 1,657
Maximum amounts due from  BEATHIEERR 4,121,724 395459 2,248,714 2,319,249 311,682 303,211
REEALH
Maximum amounts due to BEIE 4,624,824 1,723.471 10,244,212 10,398,807 - -

46.EQUITY COMPENSATION PLANS RO & &

The Bank has adopted Staff Share Option Schemes whereby the Board of the Bank FIRANEERRABRETEEEIR
may at its discretion grant to any employees, including Executive Directors and Chief BEHNREETFEEZIAER - 2IEHRTE
Executive, of the Group options to subscribe for shares of the Bank. The options may ERTEGE - ARBARITRG - REGENTT
be exercised during the period beginning on the first anniversary of the Date of FHRAETEANE 1 AFERBERTFRNES
Grant and ending on the fifth anniversary of the Date of Grant. All options were BEL - rERBREGUERERREY -

granted for nil consideration.

(a) Particulars of Share Options (a) AREHSB

Exercise Price

Date of Grant Vesting Period Exercise Period Per Share
B¥aH BB TR SRITEE
HKS®ES

20/4/2000 20/4/2000 - 19/4/2001 20/4/2001 - 20/4/2005 16.46
19/4/2001 19/4/2001 - 18/4/2002 19/4/2002 — 19/4/2006 16.96
18/4/2002 18/4/2002 - 17/4/2003 18/4/2003 — 18/4/2007 15.80
02/5/2003 02/5/2003 - 01/5/2004 02/5/2004 - 02/5/2008 14.90
22/4/2004 22/4/2004 - 21/4/2005 22/4/2005 - 22/4/2009 23.23
03/5/2005 03/5/2005 - 02/5/2006 03/5/2006 — 03/5/2010 22.95
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Notes on the Accounts (continued)

RAEN G (E)

(b) Movement of Share Options

(b) RRE=ED

2005 Number of Share Options
AEENE
Outstanding Outstanding
Date of Grant at 1/1/2005 Granted Exercised Lapsed at 31/12/2005
A2005F1A18 20055128318
gFRH MR 287 B 2x¥% HRITEE
20/4/2000 1,480,000 - 1,453,000 27,000 -
19/4/2001 2,185,000 - 170,000 - 2,015,000
18/4/2002 2,795,000 - 510,000 - 2,285,000
02/5/2003 8,570,000 - 2,300,000 - 6,270,000
22/4/2004 15,045,000 - 65,000 630,000 14,350,000
03/5/2005 - 16,410,000 - 420,000 15,990,000
Tota 248 30,075,000 16,410,000 4,498,000 1,077,000 40,910,000
2004 Number of Share Options
ZREEA

Outstanding Qutstanding
Date of Grant at 1/1/2004 Granted Exercised Lapsed at 31/12/2004
20045118 HR2004F128318
BRTRY HARITE EET B8 B HARITE
21/4/1999 736,000 - 736,000 - -
20/4/2000 3,698,000 - 2,218,000 - 1,480,000
19/4/2001 3,435,000 - 1,250,000 - 2,185,000
18/4/2002 3,450,000 - 655,000 - 2,795,000
02/5/2003 15,165,000 - 6,405,000 190,000 8,570,000
22/4/2004 - 15,495,000 - 450,000 15,045,000
Total B8 26,484,000 15,495,000 11,264,000 640,000 30,075,000

(o]

No share options were cancelled during the years ended 31st December, 2005 and

2004.

REEEELS -

(¢} EE2005%2004512 31 B EFREFRERE

RERITHRADET 2005 F5H
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Notes on the Accounts (continued)

FRIEHEE (/)

46.EQUITY COMPENSATION PLANS (continued) BRIZEEFHE @)

(d) Details of Share Options Exercised

(d) BITERREFE

Number of Share Options

RREHE
Exercise Period Date of Grant
TR BFHE 2005 2004
January 18 21/4/1999 - 13,000
20/4/2000 181,000 298,000
19/4/2001 20,000 20,000
18/4/2002 - 55,000
02/5/2003 330,000 -
February 2 8 21/4/1999 - 87,000
20/4/2000 136,000 379,000
19/4/2001 50,000 110,000
18/4/2002 - 70,000
02/5/2003 150,000 -
March 38 21/4/1999 - 155,000
20/4/2000 538,000 321,000
19/4/2001 40,000 80,000
18/4/2002 295,000 120,000
02/5/2003 480,000 -
April 48 21/4/1999 - 193,000
20/4/2000 576,000 151,000
19/4/2001 - 190,000
18/4/2002 - 20,000
02/5/2003 70,000 -
May 58 21/4/1999 - 288,000
20/4/2000 22,000 50,000
19/4/2001 - 30,000
18/4/2002 20,000 40,000
02/5/2003 75,000 1,655,000
June 6 8 20/4/2000 - 73,000
19/4/2001 - 155,000
18/4/2002 - 65,000
02/5/2003 150,000 795,000
July 7R 20/4/2000 - 39,000
18/4/2002 - 20,000
02/5/2003 125,000 445,000
August 88 20/4/2000 - 92,000
19/4/2001 60,000 100,000
18/4/2002 35,000 40,000
02/5/2003 205,000 330,000
22/4/2004 65,000 -
September 93 20/4/2000 - 49,000
18/4/2002 60,000 35,000
02/5/2003 100,000 275,000
October 104 20/4/2000 - 85,000
19/4/2001 - 15,000
187472002 60,000 20,000
02/5/2003 200,000 360,000
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Notes on the Accounts (continued)

RIEHE (F)

Number of Share Options

RRERR
Exercise Period Date of Grant
TEHE BFEH 20605 2004
November 118 20/4/2000 ~ 236,000
19/4/2001 ~ 90,000
18/4/2002 - 75,000
02/5/2003 145,000 1,315,000
December 128 20/4/2000 - 445,000
19/4/2001 - 460,000
18/4/2002 40,000 95,000
02/5/2003 270,000 1,230,000
4,498,000 11,264,000

47 .NON-ADJUSTING POST BALANCE SHEET EVENTS HBERZNEEAERHEEH

After the balance sheet date the directors proposed a final dividend. Further details
are disclosed in Note 15(a).

48.COMPARATIVE FIGURES LLEIE R

EEREERERSARERERE - FEE
EMESEIFRE -

49.ACCOUNTING ESTIMATES AND JUDGEMENTS

Certain comparative figures have been adjusted or reclassified as a result of the changes
in accounting polices. Further details are disclosed in Note 3.

Bt R

MREHERRER ETULRAFEDHER
EX O o MECEMEIERE -

The preparation of accounts requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosures of contingent
assets and liabilities at the date of these accounts and the reported amounts of
revenues and expenses for the years presented. Changes in assumptions may have a
significant impact on the accounts in the periods where the assumptions are changed.
The application of assumptions and estimates means that any selection of different
assumptions would cause the Group’s reporting to differ. The Group believes that
the assumptions that have been made are appropriate and that the financial statements
therefore present the financial position and results fairly, in all material respects.

Management discussed with the Audit Committee the development, selection and
disclosure of the Group's significant accounting policies and estimates and the
application of these policies and estimates.

ERHEAEENERY  ERELAELET
ERLERANDRE  HREEERBREER
MEREERBERSEZENMEHNRE
FRIEENE TEHREFERARARE
SEEVENEIINRE - PARBEAME
BE - Er BN R EENERESE
BAHE - ZALSBERGHER  BXE
BERATRNEE  FAREMREOENES
FRTE - FEERR  FREHS(ELEER
£ AnESEREEEE  AREONBER
IR AT R A & BB BRI A AT -

EEECHEBRRETRIBNAAUEES
ERERMEI AT  BENRE  MRUE
BERMEFAER -

HIBITERDLET 2005 £ 8
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Notes on the Accounts (continued)

RENRZ (F)

49.ACCOUNTING ESTIMATES AND JUDGEMENTS &&H & & H

(a) Key Sources of Estimation Uncertainty

Notes 30, 36 and 41 contain information about the assumptions and their risk factors
relating to goodwill impairment, fair value of share options granted and fair values of
financial instruments. Other key sources of estimation uncertainty are as follows:

() Impairment losses

Loans and advances

Loan portfolios are reviewed periodically to assess whether impairment losses
exist. The Group makes judgement as to whether there is any objective evidence
that a loan portfolic is impaired, i.e. whether there is a decrease in estimated
future cash flows. Objective evidence for impairment includes observable data
that the payment status of borrowers in a group has adversely changed. It may
also include observable data that correlate with defaults on the assets in the
Group. If management has determined, based on their judgement, that objective
evidence for impairment exists, expected future cash flows are estimated based
on historical loss experience for assets with similar credit risk characteristics.
Historical loss experience is adjusted on the basis of the current observable data.
Management reviews the methodology and assumptions used in estimating future
cash flows regularly to reduce any difference between loss estimates and actual
loss experience.

Available-for-sale equity investments

The Group determines that available-for-sale equity investments are impaired
when there has been a significant or prolonged decline in the fair value below its
cost. The determination of when a decline in fair value below its cost is not
recoverable within a reasonable time period is judgmental by nature, so profit
and loss could be affected by differences in this judgement.

(b) Critical Accounting Judgements in Applying The Group's Accounting Policies

Certain critical accounting judgements in applying the Group’s accounting policies
are described below:

(i Held-to-maturity investments

The Group classifies non-derivative financial assets with fixed or determinable
payments and fixed maturity and where the Group has a positive intention and
ability to hold to maturity as held-to-maturity investments. In making this
judgement, the Group evaluates its intention and ability to hold such investments
till maturity.

if the Group fails to hold these investments to maturity other than for certain
specific circumstances, the Group will have to reclassify the entire portfolio of
held-to-maturity investments as available-for-sale, as such class is deemed to
have been tainted.

This would result in held-to-maturity investments being measured at fair value
instead of at amortised cost.
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Notes on the Accounts (continued)

BRIEH G (&)

(i) Investment property

The Group has temporary sub-let a vacant premises but has decided not to
treat this property as an investment property because it is not the Group's
intention to hold this property in the long-term for capital appreciation or rental
income. Accordingly, this property is still treated as an item of building held for
own use.

iy REYHR
FEFERIE-ExTYE  BEBRA
EEYESHEBEAEEDREERE
ERERRSBA - BRETGILIEY
IR EYE  MEREBZINERR
% o

50.PROPOSED IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED BUT

NOT YET EFFECTIVE FOR THE YEAR ENDED 31ST DECEMBER, 2005

BEBE2005F12A31BLEFEANRFENRERNERT - HEERTRBAITEELENRE

Up to the date of issue of these accounts, the HKICPA has issued a number of
amendments, new standards and interpretations which are not yet effective for the
year ended 31st December, 2005 and which have not been adopted in these
accounts.

in addition, the Hong Kong Comgpanies (Amendment) Ordinance 2005 came into
effect on 1st December, 2005 and would be first applicable to the Group's accounts
for the period beginning 1st January, 2006,

The Group is in the process of making an assessment of what the impact of these
amendments, new standards and new interpretations is expected to be in the period
of initial application. So far it has concjuded that:

HKFRS 7, “Financial instruments: disclosures”, requires more detailed qualitative
and quantitative disclosure primarily on fair value information and risk
management, thus it would only affect the level of details in the disclosure of
the financial information, and would not have financial impact nor result in a
change in the Group’s accounting policies. HKFRS 7 will be effective for
accounting periods beginning 1st January, 2007.

The amendments 1o HKAS 1, HKAS 27 and HKFRS 3 made as a result of the
Hong Kong Companies (Amendment) Ordinance 2005 are not applicable to
any of the Group’s operations and that the adoption of the remainder is unlikely
to have a significant impact on the Group's result of operations and financial
position.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
REESLBEHFAR

(1) CAPITAL ADEQUACY RATIO AND CAPITALBASE EZXZEZLLERERER

(a) Capital Adequacy Ratio (a) EXxFRLLR
2005 2004
%EDE %EHE
Unadjusted capital adequacy ratio as at
31st December RI2ANBNRERBERRELE 174 16.2
Adjusted capital adequacy ratio as at
31st December K2R ENRBRALERLE 17.2 16.1
The unadjusted capital adequacy ratio is computed on the consolidated basis which RERABEATRLEEZHE - ZREFES
comprises the positions of the Bank and its subsidiaries as required by the Hong BEERIIERIFRERENGLEERER
Kong Monetary Authority for its regulatory purposes, and is in accordance with the WITHRIDHR3 - FRELEBETARITRE
Third Schedule to the Hong Kong Banking Ordinance. e NS
The adjusted capital adequacy ratio which takes into account market risks as at the FAREELEILENHE  ERBEESR
balance sheet date is computed in accordance with the Guideline “Maintenance of EERBLHNESGAMEARERRRE
Adequate Capital Against Market Risks" issued by the Hong Kong Monetary Authority ) SHANERAEBOTISEE - FTRBNEGE
and on the same consolidated basis as for the unadjusted capital adequacy ratio. ERERREATERT B ERREHHER -
(b) Group Capital Base after Deductions (b) EUARBENESER
2005 2004
Restated &3

HK$'000 % T HKY'000 BETR

Core capital BLEE
Paid up ordinary share capital HERFWERRES 3,775,575 3,729,996
Share premium fRinEE 656,429 631,188
Reserves [ 16,086,805 14,963,036
Minority interests PERRRER 207,163 165,655
Deduct: Goodwill HoES (2,494,950) (2,448,156}
Total core capital TLERER 18,231,022 17,041,719
Eligible supplementary capital st EHIMEAR
Reserves on revzluation of land and TR HIEREE
interests in land (at 70%) EAEE CA70%:TE) 826,679 822,725
Revaluation reserves for available-for-sale
financial assets and securities designated AHUESREER
at fair value through profit or loss BT ARBEREIAR
(at 70%) NTEEEFNEREE 305,672 -
Collectively assessed impairment allowances BEBEEREEER
and regulatory reserve EEERE 878,569 -
General provisions for doubtful debts —BREEES - 1,336,044
Term subordinated debt HHEEER 8,548,780 4,271,124
Total eligible supplementary capital AT ENNNERBE 10,559,700 6,429,893
Total capital base before deductions AR E AR 28,790,722 23,471,612
Deductions from total capital base AXEREEINRER (901,973) (969,261)
Total capital base after deductions MREBEE R RS 27,888,749 22,502,351
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Unaudited Supplementary Financial Information (continued)

REERHEZHBEEN (E)

(2) LIQUIDITY RATIO RBESL R

2005 2004

%ERE BEAE
Average liquidity ratio for the year EERNFTHRDESLER 393 44 4

The average liquidity ratio for the year is the simple average of each calendar month’s
average liquidity ratio, which is computed on the consolidated basis as required by
the Hong Kong Monetary Authority for its regulatory purposes, and is in accordance

with the Fourth Schedule to the Hong Kong Banking Ordinance.

(3) SEGMENTAL INFORMATION 3 &H

ERATORDESHLERSAFOLENHE
BETHY EFHERBELERERRITE
BIERERENFAEERTRERITIZED O
®4) -

(a) Advances to Customers — by Geographical Areas

(a) BEFER-RESSE

The information concerning the breakdown of the gross amount of advances to
customers by countries or geographical areas is derived according to the location of
the counterparties after taking into account any transfer of risk. [n general, such
transfer of risk takes place if the claims are guaranteed by a party in a country which
is different from that of the counterparty or if the claims are on an overseas branch of
a bank whose head office is located in another country.

EFERAERRRIESASE  BREX
SEFNMEL  YEAREBRRER - —
RME  EHREROEEESLETSNTR
ENERS SRR - RZENRTHR
RRPITOEINSIT - MEROTNEBRERL
HRRZPHFHOREL - BREEZAH—
EERGZIA—ERR -

Total advances to Advances overdue for

customers over three months
EFEREE BEIEAULHEFRR
2005 2004 2005 2004
HK$'000 % T  HK$'000 A%TT  HK$'000 E®EFxR HKI000 BEFx
The Group %8B
Hong Kong E 98,234,592 88,598,608 483,095 575,894
People’s Republic of China FEARANER 19,939,335 10,911,094 76,108 77,426
Other Asian countries EmEMER 7,798,982 6,354,111 84,322 103,688
Others Hip 12,770,838 11,394,940 74,147 83,377
Total BE 138,743,747 117,258,753 717,672 840,385
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Unaudited Supplementary Financial Information (continued)

KRERBEZHBEEN (&)

E

(b)

(3) SEGMENTAL INFORMATION (continued) 3 Z8E %l )

Cross-border Claims

The information on cross-border claims discloses exposures to foreign counterparties
on which the ultimate risk lies, and is derived according to the location of the
counterparties after taking into account any transfer of risk. in general, such transfer
of risk takes place if the claims are guaranteed by a party in a country which is
different from that of the counterparty or if the claims are on an overseas branch of
a bank whose head office is located in another country. Only regions constituting

10% or more of the aggregate cross-border claims are disclosed.

(b) EEEE
EEEARANFEENENZSHTRRERR
REgE TS EEEREBREBEAZ - —8
ME  AHERNERERLIETSHFRE
HMBERN-FER  AEZEENETHRE
RBITHYEISTT - MZBITNEMWSEIWE
BERZSHFOREN  BRERREH
BREEHS—EER - ¥EX—bRARRE
EEBRBTEN10%IIAL - ZENRBREE

FABEER -
2005
Banks and
other financial Public
institutions sector entities Others Total
BTREM
TRER AEHE Rit 28
HK$'000 BT HKS$'000 B%¥Fn HK$'000 TR HKS'000 B%TR
The Group E3e]
People’s Republic of China REARENE 12,805,155 1,250,504 13,667,134 27,722,793
Asian countries, excluding People’s  E#TNER (Ta
Republic of China RE AR KT 9,950,396 1,200,368 8,991,756 20,142,520
North America =M 5,345,158 7,725,687 5,872,380 18,943,225
Western Europe e 27,877,005 - 2,507,425 30,384,430
2004
Banks and
other financial Public
institutions sector entities Others Total
FITREM
SREE DERE Efh pcks)
HK$'000 %+ HK$'000 BT HK$'000 #¥Fm HKY'000 BETL
The Group £8
Peaple’s Republic of China REARLAR 9,413,577 1,458,707 7,962,500 18,834,784
Asian countries, excluding People’s  EftESHER (TRE
Republic of China RE ARSI 10,764,517 1,413,490 7,519,486 19,697,493
North America JEEM 5,129,033 7,886,401 5,182,553 18,197,987
Western Europe il = 26,577,806 255 2,016,679 28,594,740
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Unaudited Supplementary Financial Information (continued)

AEERBHEAMBEN (F)

(4) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS Hiii - REARKEEE

(a) Overdue and Rescheduled Advances (o) BEREEGHEN
2005 2004
% of total % of total
advances to advances to
customers customers
EEFAREHE WEFERER
HK$000 &% ¥ % WEAL  HKS'000 BEFR fEA
The Graup %8
Advances to customers overdue for  BHIEFER
~ 6 months or less but —3BANLE
over 3 months 6EA 326,130 0.2 242,893 0.2
~ 1 year or less but over 6 months  —6fBAREE1F 184,365 0.1 194,645 02
- Over 1 year “1EE 207,177 0.2 402,847 03
717,672 0.5 840,385 0.7
Rescheduled advances to customers  FEEFFER 351,057 | 03 42335 04
Total overdue and rescheduled HHREEARE
advances Epas 1,068,729 0.8 1,312,720 11
Secured overdue advances ERBRRER 515,356 0.4 60,700 0.6
Unsecured overdue advances BERRORER 202,316 0.1 179,685 0.1
Market value of security held EEBRIER
against secured overdue advances  EBRTE 1,035,275 1,122,161
Loans and advances with a specific repayment date are classified as overdue when EXSUMEERBREFENRER A
the principal or interest is overdue and remains unpaid at the year-end, Loans repayable TERBHNERESEAGHER - E0H
by regular instalments are treated as overdue when an instalment payment is overdue DMREFEDREER  UEESBMEES
and remains unpaid at year-end. Loans repayable on demand are dlassified as overdue ERRERSRER - ENBERRANEET
either when a demand for repayment has been served on the borrower but repayment ERABAIRAERNSINR - MINENERE
has not been made in accordance with the demand notice, and/or when the loans R - R ZEREBEBEEREERA
have remained continuously outside the approved limit advised to the borrower for FOERREE - MBHE AFERAMZER
more than the overdue pericd in question. HHE L BB RS E & -
There were no advances to banks and other financial institutions which were overdue H2005F 12318 R2004F 128310 » K&
for over 3 months as at 31st December, 2005 and 31st December, 2004, nor were HEPRIREHEBBENFURD  ER
there any rescheduled advances to banks and other financial institutions on these Hi3MH B A LR BB EFR -
two dates.
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Unaudited Supplementary Financial Information (continued)

AEERHTHBEEN (F)

(4) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS (continued) B - EEARWDEE @

(b) Other Overdue and Rescheduled Assets (b) RUGAMRBEHEE
2005 2004
Accrued Other Accrued Other
interest assets* interest assets*
BHAR HipEE+ REHFIE HitgE~
HK$000 B4 T HK$000 #%Fx HKI000BBTT HKY000 #ETL
The Group &=
Other assets overdue for HEpnmgE
— 6 months or less but —3EALEE
over 3 months 68 A 1,551 - 1,653 305
- 1 year or less but over 6 months  —6@ALE1F 853 - 1,065 614
~ Over 1 year —1EHE 844 19,294 407 19,462
3,248 19,294 3,125 20,381
Rescheduled assets BEBREE - - - -
Total other overdue and Eta RS ESR
rescheduled assets BEgE 3,248 19,294 3,125 20,381
*  QOther assets refer to trade bills and receivables. * ApEEREESFEREMGIE -
(¢} Repossessed Assets © WEEE
2005 2004
HK$'000 B® T HK$'000 BEFT
The Group £5
Repossessed properties* s 80,551 107,745
Repossessed vehicles and machines W BT E R 2R 1,142 340
Total repossessed assets WEl A ERE 81,693 108,085
The amount represents the estimated market value of the repossessed assets as at B EHEER 1A BREEEAHETTE -
31st December.
*  The balance included HK$30,036,000 (2004: HK$26,293,000) relating to properties that * BESEMEEE30,036,0007T (2004%F E¥
were contracted for sale but not yet completed. 26,293,0007T) EFLH G2 VIFBISHITE -
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Unaudited Supplementary Financial Information (continued)

AREEFERHRTHBEN (F)

(5) CURRENCY CONCENTRATIONS E®EkK

The net positions or net structural positions in foreign currencies are disclosed when MESINEN S E B RN ABEIRAFBER
each currency constitutes 10% or more of the respective total net position or total BENSERSBEIEENERABED
net structural position in all foreign currencies. 10% WAL - BATFUEE
2005
HK$Million B¥EET
usb CAD* GBP* CNY Others Total
ES b R ARH 2t ag
The Group £H
Spot assets REEE 66,562 4,122 4312 1,738 21,986 108,720
Spot liabilities BEAME (62,331) (4,604) (6,620) (10510} (23,375) (107,440)
Forward purchases EHEA 35,406 882 2,864 - 5,930 45,082
Forward sales EEED (37,795) (357) {502) - (4,246) (42,900}
Net options position HiEeEE (167) (1) (2) - 43 (127}
Net long/(shart) position £/(BH3E 1,675 Y] 52 1,228 338 3,335
2004
HKSMillion BEEER
Usb CAD GBP CNY Others Total
E3 b3 £ ARE A 23
The Group 28
Spot assats BEEE 49,928 4375 4270 7,581 21,586 87,740
Spot liabilities EEAE (52,103} (4,458) (6,690} (7.364) (22,592) (93,207)
Forward purchases EHEA 18,257 484 2,721 - 5,802 21270
Forward sales REER (15,863) (289) (370) - (8,812) (21,334)
Nzt options position BEEEE 16 o } m - 3 17
Net long/(shart) position &/ (B)02E 235 1M (64) 217 (13) 486
2005
HK$MillionBMEE T
usb CNY Others Total
ES ARM Hit ]
Net structural position SEERARE 1,604 1,297 635 3,536
2004
HK$Million B¥HEET
uspD CNY Others Total
E ARE Hit HREE
Net structural position BEtRatE 1,452 564 639 2,655
*  The currency constitutes Jess than 10% of the total net structural position in all foreign Y EMNERLRIMEB B RR D 0% »
currencies and is presented for comparative purpose only. LB R IR -
The net option position for 2004 is calculated using the model user approach, which 2004 A FHRR EAERE HIER
has been approved by Hong Kong Monetary Autherity. The net structural position B UEREEEEREERGL - BEERE
represents the net asset value of the Group’s foreign currency investment in overseas FREARTERERENEINERNEESE
operations and their related funding. LEBHENESE -
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Unaudited Supplementary Financial information (continued)

REFRBEAHBEEH (F)

(6) MARKET RISK MANAGEMENT miSEMBERE

The Group quantifies the market risk of the underlying trading portfolic by means of rEBEREBMBERELCRBESHTEEA
value-at-risk ("VaR"). VaR is a statistical estimate that measures the potential losses - BEMEEEANE Lo AREER
in market value of a portfolio as a result of unfavourable movements in market rates E—%RA XHESERTEAETRER
and prices, if positions are held unchanged over a certain horizon time period. The RERNTFEBDMSIBMELEESS -
Group's VaR is calculated using historical movements in market rates and prices, a TEERFHERSTEN  2REBAATSES
99% confidence level and a one-day holding period, and takes into account REBERAEE 9% 2ERFKFRIARKE
correlations between different markets and rates. B P ATEMSREENEHEEERE
& o
Value-at-risk statistics BRREERat
The Group has measured VaR for all trading portfolios throughout the year. FERFEEHEREZHEANEREE
HK$'000 % T Year 2005 & Year 2004
As at Asat
31 December  Maximum  Minimum Mean 31December  Maximum Minimum Mean
AtEEE] L] B ¥ RBNE 53 S T4
VaR for total trading REEBNER
activities yEER 10,929 33,841 4906 9480 6,653 23311 6,653 12,317
VaR for foreign exchange HEXBIEH
trading positions EREE 406 2,115 274 737 907 2,27 386 1,010
VaR for interest rate HELGRED
trading positions ERBEE 1,204 2,608 935 1473 1,758 6,478 976 2,504
VaR for equity BhRSEES :
trading positions REEE 9847 32574 3723 8,011 4 860 17,689 4,860 gni
Market risk-related treasury trading portfolio revenue statistics HMERARBENHERZES WAL
Market risk-related treasury trading portfolio revenue is defined as the daily change HmiSREBRERONERTZASBABMER
in the marked to market value of treasury trading portfolio plus any related net interest SHARBESRERTRRBBDIHE SN
income or other trading revenue. The average daily revenue earned from the Group’s BRENEMASREMLTZHEA o R2005F
market risk-related treasury trading activities in 2005 was HK$0.53 million (2004: AEREMSEAREENMERSEDHFRY
HK$0.68 million). The standard deviation of these daily revenues was HK$0.77 million A RERES30,0007T (20044F « EHK680,000
(2004: HK$1.54 million). The frequency distribution of daily revenue is shown below. ) c BEBMARIEEZAEBETT0,000T
(200445 : #¥1,540,0007T) ° L TREBHRA
HIHERSRER -

DAILY DISTRIBUTION OF MARKET RISK-RELATED TREASURY
TRADING REVENUES - Year 2005 vs Year 2004
BT ERBERMEIZINBATSESFE — 20055 822004 F

Revenues {(HK$million) WA (BEBEET)

Number of days
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